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STATE SOCIETY ACTIVITIES 











Calendar of Events 
December 6—Wednesday—/7 P. M. 
—Tax lecture and forum session: 
Location: Engineering Audito- 
rium, 29 West 39th Street, New 


York. Subject: Consolidated 
Income and Excess Profits Tax 
Returns. Speaker: Walter A. 
Cooper. 


December 11 — Monday — Regular 
meeting of the Board of Directors. 


December 11—Monday—7 :30 P. M. 
—Regular meeting of the Society. 
Location: Waldorf-Astoria Hotel, 
Lexington Avenue & 49th Street, 
New York. Subject: State Taxa- 
tion. Speaker—to be announced. 


December 13—Wednesday—7 P. M. 
—Tax lecture and forum session. 
Location: Engineering Audito- 
rium, 29 West 39th Street, New 
York. Subject: Methods of Prov- 
ing Section 722 Relief Claims. 
Speaker: Paul D. Seghers. 


December 21—Thursday—7 P. M. 
—Tax lecture and forum session. 
Location: Engineering Audito- 
rium, 29 West 39th Street, New 
York. Subject: Family Partner- 
ship and _ Related Problems. 
Speaker: Benjamin Grund. 


January 5—Friday—7 P. M.—Tax 
lecture and forum session. 
tion: Engineering Auditorium, 
29 West 39th Street, New York. 
Subject: Tax Aspects of Wage 
and Salary Stabilization. Speaker: 
H. Kenneth Marks. 


December, 1944 


Loca- 





January 8—Monday—Regular meet- 
ing of the Board of Directors. 


January 8—Monday—7 :30 P. M.— 
Regular meeting of the Society. 
Location: Waldorf-Astoria Hotel, 
Lexington Avenue & 49th Street, 
New York. Subject: To be an- 
nounced. 


January 16—Tuesday—7 P. M.— 
Special technical meeting—Loca- 
tion: Engineering Auditorium, 
29 West 39th Street, New York. 


Subject: Wage and Salary Sta- 
bilization. Speaker: Ben Green- 
berg. 


New Director Elected at the 
November 27 Meeting of the 
Board of Directors 


Mr. Charles T. Bryan of Charles 
T. Bryan and Company, New York, 
was elected as a director for one year 
to fill the vacancy caused by the 
elevation of Prior-Sinclair from di- 
rector to second vice-president. 
Mr. Bryan has been a member of the 
Society since 1920 and has served 
actively as a member or chairman of 
many committees of the Society. 


Notes 
This issue is the last in Volume 
XIV, Volume XV starting with the 
January 1945 Issue. The attention 
of members is called to the fact that 
a Volume of The New York Certi- 
fied Public Accountant may be 


bound at the cost of two dollars. 
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Announcement of 


1945 PRIZE ESSAY CONTEST 


The Board of Directors of the Society has authorized the Com- 
mittee on Publications to conduct a prize essay contest, the 
essays to be on a subject of interest to the accounting profession 
and suitable for publication in The New York Certified Public 
Accountant. Prizes in the amount of $150 for first prize, $100 
for second prize, and $50 for third prize are offered. 


The general rules of the contest are as follows: 


All papers shall be original and the manuscript shall be typed in 
duplicate on 814 x 11 stationery, double or triple space typing, and 
should not be more than 5000 words. 

* 
The name of the individual submitting the paper should not appear 
thereon, nor should there be any other means of identifying the 
manuscript, which should be accompanied by a covering letter 
giving the contestant’s name and address. 

* 


When submitted to the judges, each manuscript will be given a 
key number of identification. 
* 
Manuscripts should be forwarded to The Managing Editor of The 
New York Certified Public Accountant, 15 East 41st Street, New 
York 17, N. Y., on or before May 1, 1945. Awards will be 
announced as soon thereafter as possible. 
* 
All papers submitted shall become the property of the New York 
. State Society of Certified Public Accountants and shall be avail- 
able for publication in The New York Certified Public Account- 
ant. The decision of the judges shall be final as to what papers 
may be entitled to prizes. 
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Wage and Salary Stabilization 


(Answers to some of the questions presented at the session on wage and 
salary stabilization at the Eleventh Annual Regional Chapter 
Conference at Lake George, New York.) 


Questions were also presented about the accountants’ responsibility in 
the preparation of financial reports and income tax returns in cases of 
possible non-compliance by clients with wartime laws and regulations. 
These questions provoked considerable discussion indicating wide dffer- 
ences of opinion among practitioners. As a result, the Committee on 
Wartime Economic Controls has undertaken a study of the entire subject. 
Pending formulation of policy with respect to the matter, it was deemed 
advisable to defer publication of the questions and answers on this phase 





of the discussion. 


Question: “Will you, Mr. Martin- 
dale, please explain the purposes 
and objectives of wage and salary 
stabilization and the methods by 
which Stabilization is being accom- 
plished ?” 

Mr. Martindale (of the New York 
Regional Office of the National War 
Labor Board): I think you must all 
be pretty well aware of the basic 
purposes and objectives of wage and 
salary stabilization. Wage and sal- 
ary stabilization is, of course, one of 
the seven-point program enunciated 
by the President a couple of years 
ago to prevent inflation under the 
pressure of wartime manpower and 
material shortages. Control of wages 
and salaries under such conditions 
is necessary not only because there 
are sO many pressures which would 
force wages and salaries up, but also 
because many of the normal eco- 
nomic conditions which help to keep 
wages and salaries down have dis- 
appeared, particularly in the case of 
employers who are working on a 
cost-plus contract basis and are not 
reluctant to grant wage increases 
as long as the cost is passed on to 
somebody else and as long as it per- 
mits them to get their pick of the 
tight labor market. If there were 
not some control over wage and 


salary increases we should shortly’ 


be in the inflationary spiral every- 
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body is anxious to have us avoid. 
I don’t think there is any major 
country engaged in this war which 
doesn’t have one form or another of 
wage and salary stabilization. 


The method by which stabiliza- 
tion is being achieved is by the execu- 
tive orders of the President, which 
were issued in accordance with “An 
Act to Aid in Preventing Inflation 
and for Other Purposes”, adopted 
by Congress on October 2, 1942. 
These executive orders provided 
that no employer could grant in- 
creases (or, incidentally, make de- 
creases) in his wages and salaries 
without getting the permission 
either of the War Labor Board or 
the Salary Stabilization unit of the 
Treasury Department. 


The stabilization of wages, became 
effective October 3, ’42, and it wasn’t 
very long after that that the Presi- 
dent and his advisers realized that 
they would also have to put a con- 
trol on salaries, so that, on October 
27, 1942, an additional executive 
order including salaries, under Sta- 
bilization, was adopted. That was 
necessary not only because uncon- 
trolled salaries in themselves would 
constitute an inflationary danger, 
but because a lot of employers were 
already talking about putting their 
wage earners on a salary basis so 
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they could make increases without 
any limitations. 

After the President had author- 
ized the War Labor Board to con- 
trol wages, the Board immediately 
set up regional offices. Prior to that 
time the Board, handling only dis- 
pute cases, had had a national office 
in Washington, and had found no 
need for branch offices; but it was 
obvious that the job of wage stabili- 
zation could not be carried on in just 
one national office, so thirteen 
regional offices were established in 
the largest cities in the country and 
control over most cases was gradu- 
ally transferred to these regional 


boards. The Board also very early 
in the game discovered that it 


couldn’t possibly rule on every indi- 
vidual increase which any employer 
wanted to give to an individual. 

The purpose of wage stabilization 
was not to freeze the wage for an 
individual but to freeze the wage for 
a particular type of work unless it 
was, for that particular type of 
work, so low as to constitute a gross 
inequity or a substandard wage, or 
unless there were increases due 
under the Little Steel Formula. But 
with those three exceptions the wages 
for a particular type of work were to 
be frozen as of September 15, ’42. 
That didn’t mean that an individual 
who had been an unskilled operator 
of a machine had to remain at his 
wages for that job if he acquired ad- 
ditional skills and took on a new 
job ; as long as the rate for a particu- 
lar job was not increased, there was 
no inflationary danger. 


So the War Labor Board issued 
general orders permitting employers 
under certain conditions to grant in- 
dividual increases, providing they 
didn’t raise the level of their rate of 
pay for a particular type of work; 
and they also issued another general 
order exempting employers of eight 
or less from the regulations of the 
Board in order to cut down the case 
load of the Board to a size where it 
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might conceivably be handled. If 
we had had to handle applications 
from every employer throughout the 
country, we never should have been 
able to do the job. 

Aside from increases to individu- 
als permissible under General Orders 
5, 6 and 9, and increases for small 
establishments permissible under 
General Order 4, no employer could 
grant increases to his employees 
without the approval of the Board, 
and the Board would approve such 
increases. on only one of three 
grounds which I mentioned briefly 
a minute ago: 

The first, of course, is the Little 
Steel Formula. Back in May of ’42 
before wage stabilization was in 
effect but when in handling its dis- 
pute cases the Board was attempt- 
ing to work out an equitable method 
of determining what general in- 
creases a group oi employees were 
entitled to, they worked out, in a 
case involving the little steel com- 
panies, a formula which would grant 
the same general increase in wage 
rates as the increase in the cost of 
living. The Index of Cost of Living 
prepared by the Bureau of Labor 
Statistics showed that the cost of 
living had been relatively stable up 
until about January, ‘41, and that 
from January 1, 1941 until May 15, 
1942, the cost of living had increased 
15%; so the War Labor Board said 
that any group of workers who had 
not received increases totaling 15% 
since January, 1941, would be en- 
titled to enough additional increase 
to raise them to that level. 

Since May, 1942, the cost of living 
—even according to the Bureau of 
Labor Statistics’ index—has gone 
up a few more points. I believe the 
latest figure shows an increase of 
about 25% since January, 1941, but 
the War Labor Board has stuck to 
the 15% figure on the grounds that 
the cost of living was being con- 
trolled as much as possible and that, 
if each time the cost of living went 
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Wage and Salary Stabilization 


up five points the Little Steel For- 
mula were revised and another five 
points permitted in wage increases, 
the spiral could not be controlled; 
and that as long as the two figures 
did not become too widely separated 
they were going to stick to the 15%. 


The second basis on which the 
Board would approve increases 
would be to eliminate substandards 
of living, and the Board has adopted 
a rough guide on that angle of its 
wage stabilization program, saying 
that any wages below 50¢ an hour 
are substandard and increases up to 
50¢ an hour will be approved. The 
Board is now considering issuing a 
new General Order which will per- 
mit increases up to 50¢ an hour 
without Board approval. I think a 
good many employers for some time 
have had the impression that they 
could make increases up to 50¢ an 
hour withqut our approval and may 
possibly have gone ahead and done 
so. Approval of increases up to 50¢ 
is practically automatic. There are 
a’ couple of industries where the 
wage levels in certain areas were so 
low that regional boards hesitated 
to permit increases even up to 50¢ 
an hour; but I think, even in those 
isolated cases, conditions have now 
changed so that an increase up to 
50¢ an hour is automatically ap- 
proved in any industry in any 
region, and for that reason the Na- 
tional Board is considering issuing 
a General Order permitting it with- 
out our approval so that neither the 
employer nor ourselves have to be 


bogged down with unnecessary 
paper work. 
The third basis on which the 


Board would approve increases would 
be to eliminate gross inequities. 
When Executive Order 250 was 
adopted on October 3, 1942, it pro- 
vided that the Board could grant in- 
creases on that basis, and neither 
the Board nor anybody else knew 
just what yardstick could be applied 
to decide when gross inequities ex- 
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isted and had to be eliminated. For 
some months the Board proceeded 
on a case-to-case basis, and if an 
employer came in and said his wages 
for a certain type of work were 
lower than those of his competitor 
next door who did the same type of 
work, we’d probably permit an in- 
crease to bring him up to the same 
level. Then the employer next door 
would come in and say, “Ever since 
I’ve been in business I’ve paid 
higher wages than the guy next 
door, because I did a finer grade of 
work. Now you have permitted him 
to grant an increase up to my level, 
so you now have to permit me an 
increase to restore the differential 
I have always had over my competi- 
tor.” Then we'd scratch our heads 
and wonder whether that was a good 
case or not. 


While even in those early days we 
certainly did exercise control over 
wages, we didn’t have a very clear- 
cut standard; so that in April, 1943, 
the President issued a new Execu- 
tive Order, commonly referred to as 
the “Hold-the-Line Order”, in which 
he dropped gross inequities as one 
of the bases on which the Board 
might approve wage adjustments. 
By that time almost all employers 
had exhausted the Little Steel For- 
mula and, in New York State at 
least, there were very few that paid 
less than 50¢ an hour; so I think 
more than 80% of the applications 
pending before us would have had 
to be denied if we couldn’t approve 
them on the basis of gross inequi- 
ties, and the same was true in most 
of the big industrial areas in the 
country. 

There was a period, then, of about 
five weeks, in which the Board just 
sort of sat tight, trying to keep the 
lid on the kettle in spite of all the 
pressure from both employers and 
unions to get some of those appli- 
cations approved in spite of the new 
order of the President. In the mean- 
time the Board was discussing the 
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whole issue with Justice Byrnes, 
who was then Director of Economic 
Stabilization. Finally, on May 12, 
1943, Byrnes issued his supplemen- 
tary directive to the President’s 
Executive Order, which restored the 
authority of the Board to grant in- 
creases to eliminate gross inequities, 
but established a fairly clear-cut 
limit within which such increases 
could be approved. Increases could 
be approved up to the minimum of 
the bracket of sound and tested rates. 
Byrnes’s theory was that for each 
type of work in every industry we 
should get a frequency distribution 
of the rates being paid, and pick out 
the lowest figure at which a sub- 
stantial number of employees were 
hired and the highest figure, and 
that would constitute the bracket of 
sound and tested rates; anything 
above the highest figure was un- 
sound because it was abnormally 
high, and anything below the lowest 
figure was unsound because it was 
abnormally low and, in the case of 
that latter group, we might permit 
increases up to the minimum of the 
bracket. 


It was hard enough to get good 
statistical data in the form of aver- 
age wages for any particular type 
of work in any area, let alone getting 
frequency distributions of all the 
rates being paid; so, in applying this 
minimum of the bracket theory, the 
National Board finally authorized all 
the regional boards to use the aver- 
age rate in cases where they had 
no other figure available, and assume 
that a figure 10% below the average 
would constitute the minimum of 
the sound and tested rates. It 
obviously couldn’t be the average 
because probably more than half the 
rates for any type of work would be 
below the average; because the 
skew was usually a little wider on 
the top side than it was on the 
bottom side. The principle under 
which the whole thing operated was 
to set the minimum of the bracket at 
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such a figure that only a small per- 
centage of the employees in any 
particular type of work would be 
entitled to an increase. 


We have been operating under 
that directive ever since May 12, 
1943, and I don’t mind telling you I 
don’t think that anybody who was 
in the War Labor Board on May 12 
had any idea it would stay fixed as 
long as it has. I think it has beena 
real accomplishment that we have 
been able to stabilize wages as well 
as we have under the terms of that 
directive and under the approvable 
rates which have been set up by 
most of the regional boards for the 
major types of work under their 
jurisdictions. 

I think that gives a brief summary 
of our policies and the methods by 
which we are trying to secure sta- 
bilization. If some of you want a 
concise statement of the philosophy 
of the Board’s program and the poli- 
cies it is following, I suggest that 
you write to the National Board in 
Washington and ask for a copy of 
Release B-1411. It is a statement 
that was issued by William H. 
Davis, the Chairman of the Board, 
on April 2, 1944. You can get it by 
writing to the National War Labor 
Board in Washington, D. C. 


Chairman: Now, in order to get 
a little more background for some of 
the questions which follow, I call on 
Mr. McDonald to tell us about the 
penalties for violating the stabiliza- 
tion law and, how an employer goes 
about attempting to cure a violation 
of the stabilization law. 


Mr. William McDonald (Of The 
Research Institute of America): As 
Mr. Martindale pointed out, a wage 
or salary that is paid either above or 
below the stabilized rate is an illegal 
wage or salary payment. In either 
case, whether the violation occurs 
because of an illegal increase or an 
illegal decrease, the entire amount 
of the wage or salary paid at the 
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illegal rate is not allowable as a 
deductible amount for tax deduction 
purposes; the entire amount of the 
illegal wage or salary is not allow- 
ble for purposes of computing costs 
under Government contracts (or, if 
strictly interpreted, under Govern- 
ment subcontracts) ; and, third, the 
entire amount cannot be considered 
for computing manufacturing costs 
for price control purposes. In addi- 
tion, if the illegal payment is con- 
sidered to have been made wilfully 
(and I have never been able to figure 
out how the Board or the Treasury 
figures that it is or is not wilful), 
both the employer and the employee 
are subject to criminal penalties. 
Criminal penalties are a $1,000 fine 
and a year in jail. So far, to the 
best of my knowledge, no employer 
nor employee has been accused of a 
wilful violation; the Board and the 
Treasury have been very lenient. 

If I may, I will swing into the 
other question: how to go about 
curing a violation. 

There are two methods that can 
be resorted to; one, probably the 
safest for personnel reasons, is to file 
a Form 10 or an SSU-1, trying to get 
approval for what you have done. 
Very frequently increases which are 
made are illegal solely because the 
employer hadn’t asked whether he 
could make an adjustment. Very 
frequently both the Board and the 
Treasury would have been able to 
approve the granting of the in- 
crease. If these conditions are pres- 
ent, and the adjustment was made 
without intent to break the law, the 
Board and some local stabilization 
units (but not all) have been inclined 
to be lenient and to grant approval 
retroactively. The Treasury is less 
lenient than the War Labor Board 
on the whole in granting retroactive 
approval. However, even though 
the Treasury does not give approval 
retroactively for the increase which 
you made, the employer is in a posi- 
tion to get approval from that date 
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on which he filed application or at 
least to get a notice from the Treas- 
ury that the increase is illegal. He 
can give the Treasury’s notice to the 
employee showing that no longer is 
the company permitted to pay the 
salary which he is now receiving. 
The employer is on a little firmer 
ground in dealing with employees 
if he is able to show them that some 
government agency is forcing him to 
cut their pay against his will. 


If retroactive approval is granted, 
then the entire violation is wiped 
out. If approval is granted from the 
date on which application was made, 
then the violation is held against the 
employer only for the period during 
which the illegal rate was paid; that 
is, that the entire wage or salary for 
the year is not illegal if the individ- 
ual employee was being paid for, 
let’s say, a period of three months at 
an illegal rate. The entire wage or 
salary is thrown out only for the 
time during which the employee was 
paid at an illegal rate. 


The other way of curing a viola- 
tion is for the employer himself to 
cut back the wage or salary to a 
legal rate. That doesn’t cure, in the 
sense that it doesn‘t wipe out the 
violation during the period at which 


. the illegal rate was paid; but it 


minimizes the total amount that will 
be held to be in violation. I do not 
think this is the most advisable way 
of doing it, unless it is a clear-cut 
case of violation—one in which you 
might be accused of making a wilful 
violation. The reason for that simply 
is that the employee is going to find 
some way to obtain a Statement of 
Availability, if you act in what he 
considers to be an_ inordinate 
manner. 


Mr. Martindale: I think the cir- 
cumstances under which wilfulness 
would be quite obvious would be the 
case where an employer files for 
permission to grant an increase and 
it is turned down, then he goes 


695 








The New York Certified Public Accountant 


ahead to grant an increase. I be- 
lieve that is the condition in this 
Denver *case that was mentioned, 
and one condition where the Board 
would certainly make an accusation 
of wilful violation. There are cases 
where an employer has made appli- 
cation for approval of a particular 
increase; then, when it is obviously 
aware of the Board’s regulations and 
procedures has gone ahead and 
granted a general increase. This 
couldn’t just be a case of misunder- 
standing. But the cases where the 
Board has taken action already or is 
planning to take action are those 
few cases where the employers have 


received denials and have gone 
ahead and given the increases 
anyway. 


On retroactive approval, I thought 
I’d give you a little idea how we 
operate so that if you advise a client 
to file for retroactive approval in 
order to get his skirts clean and he 
gets the kind of a letter he will 
inevitably get, you will be prepared 
for it and won’t let him chew your 
head off. When an application is 
filed with us for retroactive approval 
the Wage Stabilization Division or 
the Board itself never grants the 
retroactive approval in its initial 
ruling. If we find that a given in- 
crease is approvable under our 
standards, we will send a ruling to 
the applicant approving the increase 
prospectively and telling him that 
the question of retroactive approval 
has been referred to the enforcement 
section of the Board for its con- 
sideration. 

Now if you don’t know that that 
is the form that we follow in all 
cases, both you and the employer 
might immediately conjure up pic- 
tures of immediately going to jail or 
having most of your payroll elimi- 
nated as a deductible expense. 
While I don’t want to put you com- 
pletely at ease and let you think we 
don’t inflict any penalties at all, that 
type of a letter doesn’t carry all the 
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serious implications I suggested; it 
means that the enforcement section 
will look into the matter, and if they 
find any basis under which they can 
say that this was done in good faith, 
they will issue a good-faith finding 
and grant retroactive approval and 
the whole matter will be cleared up. 
If they can’t do that, they will take 
up the question with you as to how 
large a proportion of the illegal in- 
crease is disallowed for income tax 
purposes and the other purposes 
mentioned by Mr. McDonald. 


Question: When it reaches the 
enforcement bureau, if the increases 
have never gone over the allowable 
rate range within a certain desig- 
nated area, would it naturally pass 
by without a penalty or still be sub- 
ject to penalty? I mean, how leni- 
ent are they? 


Mr. Martindale: We _ wouldn't 
automatically grant retroactive ap- 
proval even if it were approvable for 
the future under our approvable 
rates; but if the employer can make 
any kind of a case at all of having 
given the increase through ignor- 
ance or carelessness, the Board will 
make a good-faith finding; and I 
think it is fair to say that, if the 
Board has erred at all in its enforce- 
ment policy, it has been because it 
was too lenient rather than too 
strict., 


Question: ‘What restrictions are 
imposed upon an employer in the 
determination of the maximum and 
minimum rates which he can pay to 
a new employee for, an existing posi- 
tion previously filled by another per- 
son, and, for a newly-created posi- 
tion?” 


Mr. McDonald: In the case of 
hiring someone new for a job that 
was already existent in the organiza- 
tion, the established salary rate or 
rates for that job determine what 
may be paid to the new employee. 
If the established salary is a single 
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rate, that single rate sets the maxi- 
mum at which the newly-hired em- 
ployee can be paid. 

A problem arises only if the job 
is paid for at a series of rates, that 
is, if it is a rate-range job: Theoreti- 
cally, the maximum permissible tq 
the new employee for a previously- 
existent job is the maximum of the 
rate range; actually, the employer is 
to determine from a study of the 
various steps within the rate range 
the rate which is commensurate 
with the amount of skill and ability 
which the new employee brings to 
the job. If it is a known fact that 
the employee brings a wealth of 
experience and is the best possible 
man who could be hired for that job, 
there would be no violation if he 
were paid at the maximum rate for 
the job. If the newly hired em- 
ployee had little or no experience, 
he would have to be paid at or close 
tothe minimum. The safest answer 
to give to the question is one stated 
in terms of a formula—a new em- 
ployee engaged to fill a job for which 
valid rate ranges exist should be 
paid the rate commensurate with the 
skill and ability which he brings to 
the job, provided that rate does not 
exceed the maximum of the rate 
range. 

Turning to the next part of the 
question, concerning the fixing of 
a rate for a job which had not previ- 
ously existed and which cannot be 
fitted into any of the categories of 
jobs existing in the firm—the Treas- 
ury has two different statements. 
Section 1002.14 of TD-5295 says that 
if an organization comes into being 
after the stabilization date, no 
approval is required for setting for 
its jobs rates commensurate with 
rates being paid by similar firms in 
the area. That seems to me to mean 
that the average rates paid for a job 
by like firms could be given without 
approval to an employee in a job in 
a new organization or in a new de- 
partment of an old organization. 
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The preceding section of the same 
TD-5295—Section 13—says that em- 
ployees in a new job classification 
cannot be paid in excess of the mini- 
mum paid for similar jobs in the 
organization, or, if no such jobs 
exist, they cannot be paid in excess 
of the minimum of rates paid by 
other firms in the area for like work. 
In other words, they have two 
different statements: (1) in dealing 
with new firms, a rather clear impli- 
cation that the average rate can be 
paid without approval; (2) in deal- 
ing with established firms, that 
salaries for new jobs cannot be set 
above the prevailing minimum. 


Whether or not it was in recogni- 
tion of that seeming contradiction 
in their own regulations—strictly 
speaking, not a contradiction, but 
surely the creation of a hardship— 
the Tresaury issued Form SSU-2 to 
be used specifically for determining 
what rate can be paid employees in 
a new job classification. Indica- 
tions are that the Treasury is 
approving rates up to the average 
rate: in other words, they are using 
Section 1002.14 as the standard 
which they apply if the employer 
makes application to them; and they 
are forcing him to use the minimum 
of prevailing rates if he does not 
come to them with an application. 
Since the employer in setting rates 
for new jobs without approval by 
the minimum of prevailing rates, he 
is not permitted to set up rate 
ranges. He can set only a single 
rate for the job. Application on 
SSU-2 is the safest and wisest pro- 
cedure to follow by both old and 
new organizations asking for a 
salary rate or range of rates that is 
in balance with the other rates being 
paid by the organization or, if it is 
an entirely new organization, rates 
that average up pretty well with like 
firms in the area. 


Question: “If a corporation was 
dissolved after October 3, 1942 and 
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was succeeded by a partnership, can 
the partnership continue to pay the 
same salaries and bonuses as the 
predecessor corporation?” 


Mr. McDonald: The Treasury 
does not consider a change in the 
organization as the beginning of a 
new business, even though the finan- 
cial structure of the organization 
undergoes radical changes. If the 
organization continued to hire the 
same personnel, if it continued to 
engage in the same business, if its 
job categories remained the same or 
approximately the same, it would 
not consider that a new business had 
been created. Thus, the old wage 
and salary structure could be carried 
on. 

In the change from a corporation 
to a partnership, there should be no 
questions of stabilization arising 
providing the old pay schedules or 
pay scale is carried over. In the 
reverse change—that from a partner- 
ship to a corporation—the former 
partners would, in order to get a 
justifiable salary, have to file Form 
SSU-2 with the Treasury offices. 


Chairman: Would you, Mr. 
Martindale, care to tell us about the 
War Labor Board policies relating 
to the three questions answered by 
Mr. McDonald? 


Mr. Martindale: As far as hiring 
a new employee for a job that has 
already been filled is concerned, the 
War: Labor Board principles would 
be the same as those described by 
Mr. McDonald for the Treasury 
Department except for the new pro- 
vision in the form of an amendment 
to General Order 31, which I hope 
all of you have heard about by this 
time: we refer to its as “The 25% 
Rule”. It is a new section to Gen- 
eral Order 31—Section 2F—which 
provides that in hiring an employee 
for a position where a range is in 
effect, the employer may—as Mr. 
McDonald indicated—pay the new 
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employee any rate within the range 
that is commensurate with his ex- 
perience and ability, provided that 
during any calendar year no more 
than 25% of the new employees in 
any job classification may be em- 
ployed at a rate above the minimum; 
with a further proviso that if less 
than four are employed in any classi- 
fication, one of such employees may 
be hired above the minimum. 


The reason why the _ Board 
adopted this amendment to General 
Order 31 was that it found that, in 
a large number of cases, employers 
were getting approval of ranges for 
jobs and then hiring everybody—or 
practically everybody—at the maxi- 
mum of the range, so that actually 
they had a single rate for the job 
that was comparable to the maxi- 
mum of our approvable range rather 
than comparable to our approvable 
single rate. 

In regard to establishing a rate 
for a new job, Mr. McDonald indi- 
cated that you can only establish a 
single rate for the job without Treas- 
ury approval: If you want to estab- 
lish a range you have to obtain 
approval. That isn’t the case with 
the War Labor Board; you may es- 
tablish either a single rate or a range 
for a new job. If your present wage 
structure is one in which ranges are 
the predominant factor, you may 
establish a range for the job; if you 
formerly paid single rates, you may 
establish single rates for the job 
without our approval, providing the 
rates so established bear the same 
relationship toward the prevailing 
rates in the area as your present 
rates for existing jobs bear toward 
the prevailing rates in the area. If 
your established rates for existing 
jobs are about the level of our 
approvable rates, then you could 
safely adopt the approvable rates for 
the new job. If your established 
rates for existing jobs are somewhat 
above the level of our approvable 
rates, you could safely set the rate 
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for the new job the same amount 
above our approvable rates. 

The approvable rates are not rates 
to which every employer is limited 
for every job; they are the level up 
to which we may grant increases; 
and if an employer has regularly 
established a wage srtucture which 
is at the level of the middle of the 
bracket of sound and tested rates 
rather than the minimum of the 
bracket, it would be obviously creat- 
ing an inequity in his own plant if 
we said, “You pay the middle of the 
bracket for your existing jobs, but 
when you establish a new job you 
have to come down to the minimum 
of the bracket”. 

When a new establishment is set 
up, the employer must file an appli- 
cation for approval of his wage 
structure with the War Labor 
Board, and also if an entirely new 
department is set up. The provi- 
sion that a rate may be established 
without our approval applies only 
to single jobs or scattered jobs, but 
if a new department is established 
or a new company is established the 
entire wage structure must be sub- 
mitted to us for approval, and in 
such applications we will approve a 
wage structure equivalent to the 
mid-point of the bracket rather than 
the minimum. 


Chairman: You didn’t say any- 
thing about a partnership which 
succeeds a corporation. What 
would be your answer there? 

Mr. Martindale: I think the an- 
swer there would be the same as Mr. 
McDonald’s. If there is an actual 
sale you should file an application 
for approval; but I am sure we 
would continue the old wage struc- 
ture if the type of operation remain 
the same. 


Question: “A chain store organi- 
zation is composed of a parent cor- 
poration and twenty subsidiary 
corporations. Each subsidiary cor- 
poration operates one store and has 
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less than eight employees. Does the 
rule of ‘Eight-or-Less’ apply in a 
case of this sort?” 


Mr. Martindale: The total number 
of employees in the corporation-gov- 
erns rather than the total number of 
employees in an establishment. I 
hadn’t realized, in reading them over, 
that you had these branches as sub- 
sidiary corporations. I suppose then 
the question would revolve ’round 
the extent to which the subsidiary 
corporations are technically employ- 
ers. If each one of them is technically 
regarded as a separate individual, 
then the employers of subsidiary cor- 
porations would govern. 

Most chain stores of course are 
not subsidiary organizations, and 
there the total number of employees 
of the corporation would determine 
whether or not the employer was 
exempt under General Order 4. 


Chairman: May I add that my un- 
derstanding is that if an entity is set 
up in good faith and without intent 
to get around the wage stabilization 
law, the entity stands on its own 
feet as to the number of its employees 
without regard to its affiliation. 

Is that your understanding? 


Mr, Martindale: That sounds rea- 
sonable to me. 


Question: “In counting employees 
for the purpose of the “Eight-or-Less 
Rule”, do you include persons in the 
armed forces who are continuing to 
receive salaries?” 


Mr. Martindale: 
not. 


I should think 


Question: “A corporation has been 
in existence since 1938. Because of 
unsatisfactory operating results and 
limited working capital, the officers 
waived salaries for all years except 
1944. In 1944 it is the intent of-the 
corporation to pay the officers rea- 
sonable salaries for their services. Is 
approval necessary?” 
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Mr. McDonald: The stumbling 
block in that case as I read it is: “the 
officers waived salaries for all years 
except 1944”. The answer to the 
question, I think, depends upon how 
that waiving was done. 

If, at the meeting of the board of 
directors in each year it was decided 
what the salaries were and that was 
recorded in the minutes and then 
after the passing of that resolution 
the officers waived a specific amount 
of salary, my answer would be that 
the salary could be paid for 1944 to 
the extent that salary was per- 
missible on October 3, 1942, even 
though waived at that time. If the 
officers had never agreed as to the 
amount of salary which they were 
waiving, then I think that the safest 
course of action would be for them 
to file an SSU-2 if they wanted to 
get, as the question states, “reason- 
able salaries for their services” in 
1944. I believe that they would be 
safe in accepting salaries not in ex- 
cess of the minimum paid by like 
concerns even though the company 
had not obtained or sought approval. 
I don’t think the Treasury could con- 
sider that unreasonable. 

Briefly my answer to the question 
depends upon how the waving was 
done. If an actual amount has been 
waived, then that actual amount can 
now be paid. If salaries just in gen- 
eral are waived, then they can be 
paid the minimum and no more with 
approval. Approval of an amount 
above the minimum is almost a cer- 
tainty. 


Mr. Hecht: May I say, Mr. Chair- 
man, about that particular question, 
in a case which we handled where 
there was a waiving of salaries, we 
got a ruling from the Treasury De- 
partment. They ruled that the waiv- 
ing of salaries (we were to set up a 
minimum of what the salaries were 
that were waived) did not require 
approval, and subsequently they 
could be paid. The minutes pro- 
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vided that the salary could be paid 
for that particular year only. 


Mr. McDonald: It would seem 
that the reasoning behind that ruling 
was that the Treasury could find 
salaries paid in a definite amount 
not only for the calendar year but 
that it also considered that amount 
as the salary authorized or accruing 
to the employee account year by 
year. 


Question: “A plant superintend- 
ent receiving the same salary as he 
received in 1942, in excess of $5,000, 
has an agreement calling for 10% of 
the profits in addition thereto. Is 
there a limitation on the amount that 
can be paid in 1943 and succeeding 
years? The contract was entered 
into prior to salary stabilization.” 


Mr. McDonald: I am presuming 
that the salary “received in 1942” 
means the salary rate in existence on 
October 3, 1942. If, under those 
circumstances, this plant superin- 
tendent has not received any salary 
increase, provided the same percent- 
age rate is now used and the same 
method of determining profits is now 
used, there is no limitation to what 
he can draw through the percentage 
of profits arrangement which he has. 
However, if he had received any in- 
crease in salary since October 3, 1942, 
he could not receive any amount on 
a percentage-of-profits basis without 
approval, even though the same rate 
and method of computation were 
used. 

However, the Treasury is very 
lenient in going along with percent- 
age-of-profits and percentage-of-sales 
agreements entered into before 1942 
where the salary rate has not been 
tremendously increased since the 
stabilization program. Amendment 
of Treasury regulations on Septem- 
ber 26, 1944 change this answer. Any 
contractual obligation of a percentage 
nature entered into before the begin- 
ning of the stabilization program 
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justifies payment in full according 
to the arrangement even though the 
employer’s basic salary has changed 
since stabilization began. 


Question: “A corporation em- 
ployed a bookkeeper at $50 per week, 
having paid its previous bookkeeper 
only $40 a week. The new book- 
keeper received $50 per week in his 
previous position. Does the starting 
rate of the new bookkeeper require 
approval?” 


Mr. Martindale: It does require 
approval and we probably wouldn’t 
approve it. 

The rate that an employee re- 
ceived under a previous employer 
has no bearing on what we approve 
for the new employer. The new em- 
ployer would still be limited either 
by his established rate or by our ap- 
proval rate. 

In the case of $5C for a book- 
keeper, that is above ‘he approvable 
rate in New York City and ‘way 
above the approvable rate in most 
areas, So it wouldn’t be approved. 


Question: “A concern paid its 
bookkeeper $50 per week. The book- 
keeper left its employ. A new book- 
keeper was employed at $0 per 
Can the salary of the new 
bookkeeper be increased to $50 per 
week without approval?” 

Mr. Martindale: That is not as 
simple a question as it sounds. Prior 
to April 11, 1944, it would have been 
just a little bit more complicated 
than it sounds, and now it is a lot 
more complicated. 

If the $50 rate is a single rate, if 
the company has always paid that 
bookkeeper $50, if they hired the 
bookkeeper at $50 and continued to 
pay him or her $50 during the entire 
length of employment, then they 
have no right to employ a new 
bookkeeper at less than $50 because 
that is a wage cut, and they not only 
could but should raise the new one 
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to $50 immediately. They probably 
should pay him retroactive pay to 
the day he was employed, so that 
they have paid the established rate. 

I don’t think many employers 
have a fixed single rate for a position 
like bookkeeper. The individual 
abilities of bookkeepers vary so 
much and the value of a bookkeeper 
increases so much with his length 
of service that I think it is almost an 
invariable practice to have a range 
for a position like that. Prior to 
April 11, 1944, I should have said 
that the company could take the rate 
at which its latest bookkeeper was 
hired as the minimum of a range for 
the position of bookkeeper and the 
maximum rate that he was ever paid 
as the maximum of the range, and 
that they might hire the new book- 
keeper at the minimum of the range 
or at some figure above that under 
this 25% rule and then grant in- 
creases within the range under Gen- 
eral Order 31. That would mean 
that they wouldn’t be able to get him 
up from $40 to $50 very rapidly. On 
April 11, 1944, however, the National 
Board issued some revised instruc- 
tions to its regional boards and to 
the Wage-and-Hour offices that co- 
operate with the Board, in which 
they distinguished very sharply be- 
tween properly established ranges 
and companies which had a range 
of random or personalized rates. If 
the instructions are interpreted quite 
literally—and apparently the Na- 
tional Board wants them to be in- 
terpreted quite literally—you. have 
a properly established range only 
if you have a written document of 
some kind: a union agreement or a 
wage schedule approved by the 
board of directors showing a fixed 
minimum and maximum for each 
classification. If you just happen 
to have employed a bookkeeper at 
$40 and to have given him increases 
up to $50 or $55 over a period of sev- 
eral years, that doesn’t mean that 
you have a range for a bookkeeper; 
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it means that you have thought your 
particular bookkeeper was qualified 
for increases and gave them; and 
those are personalized rates. So that 
now the only way you can get a 
range approved is to file an appli- 
cation. 

This new interpretation as to what 
constitutes a properly established 
range I don’t think is being applied 
retroactively, so that a lot of em- 
ployers who in perfectly good faith 
took their minimum rate as of 
October 2 for a job and their maxi- 
mum rate as of October 2, and said, 
“Now this is my range and I’m 
going to give increases within that 
range”, I think are completely in the 
clear. But any range that hasn’t 
been actually established as a formal 
range and not just the rate that you 
happen to be paying as of a certain 
date should now be submitted for 
our approval. So that in this case I 
would suggest that the employer file 
an application with the War Labor 


bookkeeper. If he has other indi- 
viduals in the same position, then of 
course he should state the facts as 
to their rates of pay also and get an 
approval of the established range. 
Since it is a little bit difficult to 
hire a bookkeeper until you know 
what you’re going to be able to pay 
him, I think that this would indicate 
that it is desirable for every em- 
ployer to get a formal wage struc- 
ture approved. That can normally 
be done by submitting a wage sched- 
ule to the Wage-and-Hour Division 
rather than submitting it to the War 
Labor Board, and any employer 
who doesn’t have any definite set of 
ranges for all of his jobs and wants 
to be able to grant individual in- 
creases and wants to be able to em- 
ploy new employees at various rates 
commensurate with their ability | 
think should either get a wage 
schedule approved through Form 10 
or get a ruling from the Wage-and- 
Hour Division that he has a wage 

















Board stating the facts as to the structure that does not require 
rates that he paid to his previous approval. 
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What 1s a Public Accountant? 


PART II: 


FROM 1896 


By NorMAN E. WEssteR, C.P.A. 


Editor’s Note: The Securities and 
Investigation in the Matter of McKesson 


Exchange Commission in its Report on 
& Robbins Inc. included a note on page 135 


referring to A History of Accounting and Accountants by Richard Brown published in 
Edinburgh in 1905. That book gave only 10 pages, 271-280, to The United States of 
America. For that reason the author of this article thought that a volume as nearly 
comparable to the Brown book as he could make it should tell the story of public 


accountancy in this country. 


He disclaims any effort at authorship and says he is 


only a researcher and compiler. This article was prepared as one chapter of his pro- | 
posed book. Part I, telling how public accountants have described themselves and | 
their work prior to 1896, appeared in the November, 1944 issue of The New York 


Certified Public Accountant. 


| 


“3. The Regents may in their discretion, waive the examination of any 
person possessing the qualifications mentioned in Section 1, who shall have 
been, for more than one year before the passage of this act, practicing in 
this State on his own account, as a public accountant, and who shall apply 
in writing for such certificate within one year after the passage of this act.” 


HE administration of this first 

Certified Public Accountant law 
was placed with the Regents of the 
University of the State of New 
York, which it may be well to note 
in passing is not an educational in- 
stitution but is a supervisory body 
for the determination of educational 
policies, with an administrative or- 
ganization for making its policies 
effective. 

That the Regents knew the mean- 
ing of the term public accountant is 
indicated by the fact that on June 8, 
1892 when they refused to grant a 
charter for a proposed but unor- 
ganized college of accounts with 
degree-granting power, they had 
said that they were “ready to open 
examinations for such persons as 
desire to become public account- 
ants”. And it is almost certain that 
they had known of the two account- 
ancy bills in the 1895 Legislature 
which if unacted would have recog- 
nized public accountants. 

But so far as learned the New 
York C.P.A. Act of 1896 was the 
first statute that included the term 
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Laws of New York 1896, Ch. 312—approved April 17, 1896. 


public accountant. And in the first 
section of that law there were the 
related expressions, public expert 
accountant and Certified Public Ac- 
countant and the abbreviation C.P.A. 
With the term embodied in the 
statute there was even more need 
for a definition of it. 

To make effective the provisions 
of the new law the Regents created 
the Board of Examiners for Certi- 
fied Public Accountants authorized 
by section 2 of the Act. Of the 
first three appointees to the board 
two were listed in the 1896 issue of 
the New York Business Directory 
as public acountants. The minutes 
of the Board show that it held its 
first meeting for organization on 
October 28, 1896. 

Two weeks later on November 
12, 1896, the Board adopted rules 
for its work. Rule 4 provided for 
the waiver of the examination re- 
quirement upon the “unanimous 
recommendation of the examiners” 
where the applicant was “well- 
known to examiners as meeting pro- 
fessional requirements” and_ had 
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been in “practice as a public ac- 
countant since January 1, 1890”. 
And at its fifth meeting on Decem- 
ber 1, 1896 the Board disapproved 
application #40 for certification 
without examination, “he not being 
in practice as a pubiic accountant 
upon his own account in this State”. 

During the first five years to June 
30, 1901, the Board rejected 29 such 
applications, suspended action upon 
19 applications for more evidence of 
practice, and approved 132 applica- 
tions for waiver of the examination. 
And so far as is shown by its 
minutes, it took such action without 
considering it necessary to define 
the term pubic accountant, athough 
on December 22, 1896, it indicated 
that work similar to that practiced 
by a public accountant, if performed 
for a single corporation employer, 
was not that of a public accountant. 

However, it seems that the ques- 
tion continued to be a matter of in- 
terest because during the period 
from August 1897 to February 1899 
the magazine Accountics published 
four items bearing upon the subject 
as follows: 

“The skilled accountant, the 
clever physician and surgeon, and 
the learned lawyer must all keep 
pace with the times and be up to 
date with all the latest knowledge 
and methods to enable them to 
perform their duties satisfactorily 
and to compete successfully in the 
battle of-life. They each have a 
still higher duty to perform and 
that is to protect the public.” 


August 1897, Vol. I, page 118, 
Extract from address by G. T. 
Lane, president of Adelaide 
Society of Accountants. 


“T believe the day will come 
when every city, county, town and 
school district in this State, and 
in fact throughout the whole United 
States, will be compelled by law 
to have its books examined an- 
nually by competent public ac- 
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countants, and to have its state- 
ments bearing the verification of 
such an expert published as a 
matter of public record.” 

May 1898, Vol. III, page 35, 
Extract from address by James 
G. Cannon to National Associa- 
tion of Credit Men. 


“Accounting is much more than 
mere bookkeeping. * * * There 
is far more in auditing than de- 
tecting minor errors of the book- 
keeper, or ferreting out the meth- 
ods of defaulters or embezzlers, 
and yet it is the latter which is 
most generally brought to public 
notice.” 

September 1898, Vol. III, page 

113, Extract from editorial, per- 

haps by Anson O. Kittredge. 


“The position of an auditor with 
regard to a company should be 
absolutely independent, and to a 
large extent, of course, this is im- 
possible while there is nothing to 
prevent the auditor being either 
directly or indirectly interested in 
the promotion.” 


February 1899, Vol. IV, page 
42. Extract from Limitations 
of Auditing reprinted from The 
AccouNnTANT of London. 


By March 29, 1899, another need 
for a definition of a public account- 
ant had arisen for on that date the 
Pennsylvania C.P.A. Law was ap- 
proved. Under it there were two 
reasons for a knowledge of the mean- 
ing of the term: first, because Sec- 
tion 2 required that three of the 
board of five examiners “shall be 
public accountants, who shall have 
been in practice as such for at least 
five years”; and second, because as 
in the New York Law, there was a 
provision for the waiver of the ex- 
amination in the case of those per- 
sons who had been practicing in the 
State as public accountants for a 
stated period, which in Pennsyl- 
vania was fixed at three years. 
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Whatis a Public Accountant? 


The other two members of the 
Pennsylvania Board of Examiners 
were required to be lawyers. Nothing 
has been found to indicate the basis 
upon which the Governor acted in 
his selection of the public account- 
ant members of the board but. it 
seems that he as well as the Legis- 
lature may have learned who were 
public accountants though their ac- 
tivity in pressing for the enactment 
of the law in that State. 

And whether or not that Board 
of Examiners formulated a defini- 
tion of a public accountant, or of 
the public practice of accountancy, 
it appears that the earliest effort to 
secure such definitions was made in 
Pennsylvania and only a short time 
after the organization of the Board 
of Examiners in that State. 


THE Pusiic AccounTANT of Phila- 
delphia in its issue of January 15, 
1900, Vol. II, page 43, under the 
caption “The Public Accountant” 
carried the following editorial. 


“Outside of a limited circle of 
financial men the utility of the 
public accountant was little known 
and appreciated in this country 
up to a few years ago. But the 
rapid growth of so-called trusts 
has helped carry the doctrine all 
over the United States, and today 
the public accountant is to be 
found in practice in all the large 


sphere that the public account- 
ant fills, and they have yet to 
learn that it is far better to call 
in the public accountant as a-° 
physician than as a coroner. 

“To elicit an exchange of views 
as to what a public accountant 
really is, the editor of this paper 
has invited several of the leading 
professional accountants to con- 
tribute each a definition. There 
has been a very generous response 
to the editor’s invitation, and the 
first six of these definitions are 
given in this number. The others 
will follow in detachments of six 
definitions in each number.” 


Having thus stated his purpose 


in asking for the definitions, the 
editor on page 40 of that issue intro- 
duced the answers as follows: 


“Wat is A Pustic ACCOUNTANT? 

The above question is frequent- 
ly asked and it is safe to say is 
never answeged twice in the same 
language. The editor has asked 
many of the leading public ac- 
countants, practicing in this coun- 
try to write a definition of a pub- 
lic account. Herewith are pre- 
sented six definitions; the others 
will be published in subsequent 
issues.” 


Five months later in the issue of 





cities of the country. 

“And yet the question is con- 
stantly being asked, ‘What is a 
Public Accountant?’ The average 
financial man in the _ principal 
Eastern cities knows full well the 
use of the professional account- 
ant, and knows how important a 
part he plays in the drama of com- 
mercial life, though he is often 
very reluctant to call in the ac- 
countant’s services. But the banker, 
manufacturer and merchant of the 
Middle and Western States has 
until recently had little oppor- 
tunity of learning the very useful 
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June 1900, Vol. II, page 185, the 
ending of that effort at lexicography 
was announced in the following para- 
graph: 
“A Pustic ACCOUNTANT 
With this issue we complete 
the publication of the definitions 
of ‘A Public Accountant’. A 
glance will show the various mean- 
ings which can be given to one 
term and we can safely say that 
were we to publish hundreds of 
the definitions, no two would be 
found alike, either in form or sub- 
ject matter. Each Accountant 
has his own idea of his profes- 
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sion and strange as it may seem, 
every one is right.” 


During January to June 1900, THE 
Pusiic ACCOUNTANT printed answers 
from 29 accountants in 8 cities. In 
each issue the answers came from 
different parts of the country. Here 
the answers from each city are 
brought together. 

From Philadelphia, seven replies 
were received. 


“A thoroughly capable Accountant who 
is at the service of the Public for the 
solving of any and all bookkeeping 
problems that arise in mercantile or 
professional business. His one asset 
‘Ability’; his trade mark ‘Integrity’.” 


William H. Cullen 


‘A public accountant is one engaged 
professionally in the practice of ac- 
countancy; the term accountancy be- 
ing understood to cover all forms ot 
investigations of accounts for the deter- 
mination of financial conditions, detec- 
tion of frauds or prevention thereof, or 
for whatever purpose data obtained 
trom the accounts may be required.” 


William M: Lybrand 


“A Public Accountant is a man fearless 


and unprejudiced, with the ability to’ 


look at both sides of a question; one 
who will not allow his honest opinions 
to be changed by client or adverse 
party; who dictates and is never dic- 
tated to; who places his devotion to his 
profession above the opportunities for 
gain by questionable means.” 


Robert H. Montgomery 


“One who by reason of intellectual fit- 

ness and experience is competent to 
design and direct systems of acccount- 
ing; critically examine books of ac- 
count respecting their accuracy, hon- 
esty and adequacy; prepare thereon 
clear and adequate exhibits of finan- 
cial condition and operations; and, 
generally to advise in all matters per- 
taining to accounts.” 


Adam A. Ross, Jr. 


‘A public accountant is one who, being 
skilled in accounts, examines, super- 
vises, adjusts, states and keeps ac- 
counts, and designs and inaugurates 
systems of accounting. His services 
are not limited to or controlled by 
one employer, but may be secured by 
all who require them.” 


T. Edward Ross 
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“A disinterested adviser of the business 
man. One who can warn him of dan- 
gers and protect his interests.” 


Charles N. Vollum 


“A public accountant is one who not 
only masters the intricacies of the ac- 
counts of one business, but he is master 
of all business and professional ac- 
counts, and who is fearless in his 
knowledge, placing all truths plainly 
without regard to client or patronage.” 


Robert B. Vollum 


From Pittsburgh there were three 
answers. 


“A person possessing capabilities to suc- 
cessfully ferret out and clearly exhibit 
the facts involved in some financial 
tangle; business experience to fit him 
to advise in, or manage important 
matters; inventive genius to contrive a 
neat fitting set of books; detective 
acumen to scent out unsuspected errors 
or facts; legal bent to discover and 
bring out points in a case, and tact 
to get at valuable information with- 
out friction and know, from long ex- 
perience where to direct his attention.” 


William W. Edgar 


“A public accountant is one who profes- 

sionally practices the career of an ac- 
countant to the general community. 
He is one who holds himself ready to 
accept special engagements from the 
people, in which his advice, discretion, 
experience, knowledge in the science 
and skill in the art of accountancy may 
be deemed desirable and necessary.” 


Equity (“described as one of 
the most prominent account- 
ants of the State’) 


“One qualified by training and experi- 

ence in the science and practice of 
accounting; who originates systems of 
accounts adapted to special lines of 
business; who examines, critically, the 
accounts of corporations and others to 
verify their correctness, or to detect 
errors or fraud; and who advises on 
matters of accountancy.” 


Francis J. Rebbeck 


From Chicago there came eleven 
answers. 


“One publicly recognized as having 
competent knowledge of commercial 
laws. and usages; ability in quicxly 
mastering operating details; ready ais 
cernment of improper entries; accurate 
appreciation of values and mechanical 
contrivances; reputed integrity toward 
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W hat ts a Public Accountant? 


private confidences. Endowed with a 
keen sense of equity and unbiased 
judgment. A thorough student of 


economics.” 
H. F. Butler 


“Assuming the fundamental tastes and 


training, he must have a_ logical, 
orderly, inquisitive, probing mind; a 
decisive manner and a resolute will, 
coupled with a tactful and gracious 
sisposition; a ready approach with dis- 
cretion and a resourcefulness to meet 
obstacles; a proper reserve and abso- 
lute integrity as to the business in- 
trusted to him. As the eye is the index 
to the soul, so the public accountant 
should be the index and guide through 
the perplexities of commercial life.” 


John Alex. Cooper 


“My understanding of a Public Ac- 


countant is a member of the profession 
who devotes his entire time to account- 
ancy, who maintains a permanent office 
in a public place, and whose line of 
practice is such as to cause him to be 
recognized as a specialist in all matters 
pertaining to accounts.” 
Lawrence A. Jones 


“A man’s books are the written history 


of his business. In them are recorded 
the experience of years. It is important 
that these records be correct. A public 
accountant is a specialist in accounts 
and in the varied and complex interests 
of our present business life he is a 
necessity.” 
Robert Nelson 


“A public accountant acknowledges no 


master but the public, and thus differs 
from the bookkeeper, whose acts and 
statements are dictated by his em- 
ployers. A public accountant’s certifi- 
cate, though addressed to president or 
directors, is virtually made to the 
public, who are actually or prospec- 
tively stockholders. He should have 
ability, varied experience and un- 
doubted integrity.” 
Charles C. Reckitt 


“A person whose training enables him 
to understand and examine into all 
classes of accounts and books subsidi- 
ary thereto, with the object of present- 
ing to his client, without fear or favor, 
report and. statements accurately 
setting forth the past workings for a 
given period, present financial condi- 
tion and future prospects.” 
Ernest Reckitt 


“The Public Accountant should be 
thoroughly schooled in the practical, 
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as well as the technical application of 
Science of Accounts, well read in the 
Laws and Ethics of Finance & Com- 
merce, keen visioned (mentally and 
physically), capable of hard work, 
rigidly conscientious, patient, sagacious 
and be versed in professional etiquette.” 
George J. Rehm 


“One having a natural aptitude for the 
manifold requirements of the business. 
Having this, a good education, exten- 
sive practical experience, courteous 
deportment and sterling integrity, he 
may rightfully claim to be in the full 
sense of the words, a public account- 
ant.” 


Allan R. Smart 


“A Public Accountant should be a 
thorough figure-man and organizer, 
having an analytical mind, a knowledge 
of all laws affecting commerce and of 
the best business methods, able to 
apply them to any business. In other 
words should be a thorough business 
expert, able to practically apply his 


knowledge.” 
Walton, Joplin & Co. 


“A professional accountant, whose serv- 
ices are available to the public for a 
fee or per diem remuneration, as may 
be arranged. To be successful he must 
be honest, diplomatic, fearless, versa- 
tile, indefatigable, experienced, per- 
spicuous and skilled in his craft.” 

George Wilkinson 


“A public accountant is one, who, from 
a thorough knowledge of the science of 
accountancy, combined with long ex- 
perience, is competent to analyze or 
dissect a set of accounts and verify the 
correctness or expose the errors or 
fraud in same. He must, necessarily, 
be honest, fearless and incorruptible.” 
H. J. D. Wodrich 


From San Francisco two answers 


came. 


“One who is expert in accounts and so 
entirely familiar with the science of 
bookkeeping that he can readily apply 
the principles of that science to the re- 
quirements of any business by the 
most practical and direct methods. 
One who is fitted by education and 
experience to examine accounts.” 

Francis E. Beck 


“A Public Accountant is a person ap- 
pointed for the purpose of examining 
into and passing judgment upon books, 
accounts and general business transac- 
tions. This he must do conscientiously 
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and impartially, accompanying his as- 
sertions with proper proofs, and gain- 
ing by the execution of his duties the 
respect of friend and foe.” 

Charles F. Lutgen 
there came one 


From Boston 


reply. 
“An expert specially in matters of ac- 
count. Keeping an office open at call 
of public men, being paid for time oc- 
cupied, not being a salaried book- 
keeper, having some recognized pro- 
fessional status, in continuous practice 
for many years on his own account or 
in the office of another expert.” 
Wm. Norton Reid 


From Newark also one reply 


came. 

“The Public Accountant is born not 
made,—should have a natural aptitude 
for accounts, a fair knowledge of the 
principles and practice of law, should 
possess a judicial mind, never swaying 
from exact truth. His statements 
should be simple, condensed, and. if 
possible comprehensible to all, perfectly 
honest.” 





Richard F. Stevens 


From Buffalo again one answer 
was received. 


“A Public Accountant is a person who 
renders to others a degree of temporary 
service so valuable that they could not 
afford to engage his entire time. His 
report should be so comprehensive that 
it will be a retrospective view, a present 
exposition, and a basis for all future 


operations.” 
William G. Mowatt 


And from New York City there 
were three replies. 


“A- public accountant should be a friend 
to the erring; a schoolmaster to the 
ignorant, a spur to the indolent, a 
warning to the trickster, an eye-opener 
to the wideawake, a guide to Heaven.” 

Franklin Allen 


“The public accountant is the consulting 

physician of finance and commerce. 
He understands the anatomy and 
physiology of business and the rules of 
health of corporations, partnerships, 
and individual enterprises. He diag- 
noses abnormal conditions, and sug- 
gests approved remedies. His study 
and interest is the soundness of the 
world of affairs.” 


Charles W. Haskins 
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“The ideal public accountant is he who, 
without trenching on existing author- 
ity, systematically examines the ac- 
counts and methods of business of the 
institution in which his patron is in- 
terested; renders an intelligible certi- 
fied report of its financial condition; 
and, if necessary, suggests a safer or 
more economical method of account- 


ing.” 
Elijah W. Sells 


In closing the publication of the 
foregoing definitions the editor, as 
already noted, had said: “Each Ac- 
countant has his own idea of his 
profession, and strange as it may 
seem, every one is right”. It would 
be unsafe to weld these answers into 
a single definition. Two are wholly 
metaphorical, a few, are wholly 
literal while most are expressed in 
terms between those extremes. Even 
so it is possible to summarize them 
in a general way. 

Only 7 of the answers mentioned 
the professional status of the pub- 
lic accountant in that he offers his 
service to the general public, and 
only a few particularized as to the 
nature of the services he offers to 
render except that about one-half 
state that he is prepared to be an 
advisor to his clients. But there 
was a greater unanimity as to what 
the public accountant should be and 
how he should act. Generally the 
replies stressed two things, the 
qualifications which the public ac- 
countant should possess, and the 
principles which should govern his 
activities. As to the qualifications, 
9 mentioned the desirability that he 
have educational preparation, 10 that 
he should be experienced, 13 that he 
should be thoroughly capable, 7 that 
he should have tact and courtesy, 
and 4 that he should possess imagi- 
nation. And as to governing princi- 
ples, 10 stressed honesty, 6 that he 
must be unprejudiced, and 4 that he 
be fearless. 

Three months later in September 
1900, the College Department of the 
University of the State of New York 
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What is a Public Accountant? 


hi issued the CertiFrep Pusric Ac- ments; and that this certificate, 
or- COUNTANT SyLiaBus (Bulletin 15) without regard to who is his em- 
ac- § prepared by Charles W. Haskins, ployer, should be. free from am- 
the | President New York State Board of biguity and state only that which 


ae C.P.A. Examiners, the preface to he knows to be true.” 
mi which shine the following: Following the: enastment. of dle 
ar, _ “The position of the bookkeeper C.P.A. Law in New York in 1896 
in charge of the accounts of a and in Pennsylvania in 1899, ac- 
large and intricate business is one countancy laws were enacted in 
of much importance and responsi- Maryland in 1900, in California in 
he bility * * *. The public account- 1901, and in Washington in 1903. 
as ant, however, has a responsibility ach of these laws were similar to 
Cc of a higher order and should be the Pennsylvania law in that it pro- 
Lis possessed of unlimited skill and yjded for a board of accountancy 
Ly resource. He is, as it were, a court composed in whole or in part of pub- 
Id of last resort in matters of ac- ic accountants and for the waiver of 
to counting. It is on him that his the required examination for public 
ly client relies for correct informa- accountants who had stated years of 
ly tion as to the character of the experience in practice. In these 
in bookkeeper’s work, and it is also States as in the earlier two it was 
on to him that the bookkeeper and necessary for the appointing power 
m his staff look for a confirmation and for the members of the respec- 
of their work. The public ac- tive boards to know the answer to 
d countant is expected to discover the question, “What is a public ac- 
b= and correct technical errors, to ¢ountant?”, but nothing has been 
is point out errors of principle and  foynd to show that any one of them 
d to unearth fraud if it exist; * **. formulated a definition of the term. 
1e In this view the exact and con- But about two months before the 
‘0 scientious public accountant be- Washington C.P.A. Law was ap- 
lf aaah bs: a force in the busi- proved on March 12, 1903. THE 
a ss world by making dishonest pPysrngss Wortp for January 1903 
ae practices more difficult and more Wo}, XXIII, page 32, carried a eink: 
it certain of detection. umn on the subject, of which the 
d “In much of this work that fol[owine is a condensation. 
e the public accountant performs he Pah : 
e serves the public no less than his One of our subscribers, a mem- 
x immediate employer. In the audit ber of the profession, has con- 
j of an insurance company, a bank, tributed the following definition 
¢ a building association and other of a public accountant, and would 
: quasi-public institutions the work like to have the opinions of his 
‘ is of this character: and in the fellow accountants as to the cor- 
t case of strictly private corpora- rectness and completeness of the 
e tions, while he is employed by the same. 
t directors, his work is really for ‘Public Accountant’: One who 
the information of stockholders is skilled in accounts and makes 
: and creditors. Without assuming the study and investigation of 
j here to discuss the duties or the accounts his profession, offering 
. legal responsibilities of an ac- his services to the general public 
. countant, it seems not too much to enable them to so keep their 
to say that, while he cannot be books and make up and under- 
: regarded as in any sense an in- stand their accounts and financial 
k surer, he will be bound morally position that the whole com- 
‘ at least by his unqualified state- munity is benefited by the better 
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system of bookkeeping and ac- 
counting which results. The 
duties of the public accountant 
are further: 


(Note: the seven subdivi- 
sions are here condensed and 
summarized) 


(a) To straighten out and adjust 
involved accounts and make 
them intelligible. 

To compile simple and 
effective bookkeeping system 
for all businesses. 

To prepare systems of stock 
and cost books for costing 
goods in mills. 

To prepare trading state- 
ments, profit and loss, and 
balance sheets with schedules 
To institute complete systems 
of internal check to minimize 
or do away with fraud. 

({) To prepare deficiency state- 
ments showing how shrink- 
age has arisen. 

To do accounting required 
by any court, office, corpora- 
tion, firm or individual.” 


(b) 


(c 


— 


(d) 


(e) 


The definition continues in 3 para- 
graphs to describe the functions of 
an auditor which are considered to 
be subsequent and supplemental to 
those of the public accountant. 


Then on May 15, 1903 the C.P.A. 
Law of Illinois was approved. Like 
all five predecessors, it made provi- 
sion for a board of examiners com- 
posed of skilled accountants in 
practice, and for the waiver of the 
examination of public accountants 
who had been engaged in public 
ptactice for a stated period. But 
unlike the other States which placed 
the administration of their C.P.A. 
Laws directly in their boards of ac- 
countancy or of examiners, New 
York in 1896 and Illinois in 1903 
placed it in supervisory bodies, re- 
spectively the Regents of the Univer- 
sity of the State of New York and 
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the University of Illinois. In New 
York the Regents were and still are 
largely from the professions of 
journalism, law, medicine and minis- 
try with some from business, while 
the faculty of the University of 
Illinois was composed of educators, 
The University organized a Com- 
mittee on Accountancy of which 
Dean David Kinley was the chair- 
man. And even though he had 
known of accountancy in Great 
Britain, as stated by Ernest Reckitt 
in THE JOURNAL OF ACCOUNTANCY 
for May 1940 Vol. LXIX, page 380, 
a recent letter from Doctor Kinley 
stated that in 1903 or 1904 he asked 
accountants to define the term pub- 
lic accountant. 

Perhaps this was the first official 
effort to secure a definition of the 
term. And it seems that this effort 
was the basis, at least in part, for 
two articles by Dean Kinley, brief 


quotations from which are _ here 
given. 
In THe AvpiTor, Chicago, for 


February 1905, Vol. I, page 88, he 
stated: 

“T have recently sought the 
opinions of a large number of ac- 
countants concerning the proper 
sphere of the work and the duties 
of the accountant. The opinions 
differ so much that a layman may 
well ask to be excused from say- 
ing what subjects an accountant 
ought to know.” 


And in THE JOURNAL OF ACCOUNT- 
ANcy for July 1906, Vol. II, page 
187, his article on The Field of Ac- 
countancy was begun with these 
two paragraphs: 

“Some time ago, I had occasion 
to try to get an adequate and cor- 
rect idea of the duties of public 
accountants. In order to get the 
benefit of expert advice, letters 
were sent to forty or fifty account- 
ants asking them to define the 
term ‘public accountant.’ Be- 
tween thirty and forty replies 
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What is a Public Accountant? 


were received, and they form the 
basis of this article. 


“As is usual in such cases, a 
good proportion of the answers 
are not usable. Of the answers 


which may be regarded as good 
definitions, in the proper sense of 
that term, the following are, per- 
haps, the best examples”: 


These paragraphs were followed by 
over three pages of quotations, con- 
densations and, possibly, para- 
phrases of nine answers, the last 
having come from a railway account- 
ing officer, and the others perhaps 
from unnamed public accountants. 
The article continued with a discus- 
sion of the answers, followed by the 
author’s own definition apologeti- 
cally stated as that of a layman. 

However, in neither of these arti- 
cles did Doctor Kinley state what 
was the reason for his asking for the 
definitions; whether as an educator 
for suggestions as to what instruc- 
tion for accountancy should em- 
brace; or as chairman of the Com- 
mittee on Accountancy to judge 
whether an applicant for a C.P.A. 
certificate upon a waiver of examina- 
tion had practiced as a public ac- 
countant for the statutory period of 
five successive years. And, while at 
that time it may well have been 
desirable to withhold the names of 
authors of the definitions, especially 
as they were to be weighed and 
evaluated, from the historical point 
of view the indentity of the authors 
may be as important as the defini- 
tions they submitted. 

For that reason it seems fortunate 
that the answers have been found, 
though surely condensed and possi- 
bly also incomplete. In the files of 
the late George Wilkinson, there 
was found an interesting document 
which his executor gave to this 
author. It consists of two sheets 
14” x 17” and is hand written, appar- 
ently by Mr. Wilkinson. It is cap- 
tioned: “Condensed statement of 
replies received in answer to query 
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of Dean David Kinley of University 
of Illinois—What is a Public Ac- 
countant?” The pages are ruled in- 
to three columns, which from left to 
right are headed “Names of Cor- 
respondent, Address, Synopsis of 
Correspondents, replies.” Single 
alternate lines are used on each 
sheet, the first sheet containing 21 
entries, the second only 7 entries. 
The names of the correspondents 
are not arranged alphabetically or 
grouped by cities. To this author it 
seems that the document includes all 
the replies that were known to the 
person who prepared it. Even so it 
is of course possible that it is not 
complete since it lists only 28 replies 
whereas Dean Kinley in THE Jour- 
NAL OF ACCOUNTANCY Stated that he 
received between 30 and 40. 

But without questioning the judg- 
ment of Doctor Kinley in his selec- 
tion of the definitions which he con- 
sidered the best, perhaps there may 
be more enlightenment in knowing 
what public accountants then said of 
themselves in answer to “What is a 
Public Accountant?” 


From Chicago eighteen replies 
were received. 


“A man of wide experience in the 
science of accounts, one employed by 
such as require an accountant to open, 
close or examine books.” 

Charles W. August 


“A competent, skillful, versatile, re- 
sourceful, experienced and discreet in- 
vestigator in the realm of accounts, at 
the service of the public.” 

Edwin Rice Baker 


“One who by ability, study and experi- 
ence is enabled to analyze correctly 
any form of accounts, to determine 
exact facts, and who has the integrity 
to report exact conditions. Must have 
broad knowledge of business condi- 
tions.” 

Robert S. Buchanan 


“One who is master of the science of ac- 
counts. He must have had practical 
business training and possess a general 
perception of business principles.” 

Gerald L. DeVor 
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“One who is skilled and learned in creat- “A person possessing ability to investi- recei\ 
ing, devising and recording financial, gate correctness and honest administra- os 
pecuniary or statistical accounts, not tion of commercial undertakings, of A 
restricting his services to one office or high integrity and wide knowledge of me 
set of accounts.” business custom and law.” the 

John Everett Philip T. Sandt = 

“One who by training and experience “One skilled in accounts, practicing his 
has acquired such knowledge of the profession—The word Public being 
theory and practical application of used to distinguish him from the ac- Fre 
theory, of accounts, as to enable him to countant employed by a firm or corpo- 
express a correct opinion on points of ration and whose duties are limited to were 
accountancy.” one class of work.” “Or 

Edward E. Gore Allen R. Smart fit 
Pe aa. ig de 

Vigne conversant with the Science of AL scientific, experienced accountant ing 
Accountancy and open to employment skilled in the.work of accountancy and aa 
ne the general public.” capable of planning and executing any 

i ; ae kind of accountancy.” 
A. F. Rattray Greig Carrie Snyder “nN 

“nm . mi 
Generally understood to imply expert “A person possessed of a thorough ag 
knowledge by age and _ experience knowledge of business principles and hi 
which a person of 21 years of age can- methods and the best ways in which pt 
not possibly have acauired.” to express those principles in the books 

and other constituent parts of the busi- 
Laurence A. Jones pa ’ 
ness to make a harmonious whole.” “O 

“He should be a thorough business Seymour Walton tu 
expert and able to practically apply his pt 
knowledge.” * i al a si 

J. Porter Joplin sgt Sener: Illinois, the one aC 
reply was as tollows: 
rasa a puget oc hagas «eg we “A person skilled in designing, keeping, <A 
pice vag ne nae a all cl A at adjusting and auditing accounts; versed cc 
a com P y soak a in commercial law and business in gen- di 
fs R. O. Macdonald eral, who designs, examines and reports 
sl nl es on systems of accounts.” 

“Principal function is study of methods Jacob M. Appel “ 
of a business and subsequent designing h 
of proper system of accounting.” = : | 

ais . = aed From St. Louis also there was a 
enry Millard one reply: a 

“Principal requirements are ability to “One who by experience has attained a 
correct chaotic conditions and present position of authority in the conduct and 
true facts concerning accounts. Ex- effect of business transactions.—A 0 
perience of business complications a- business counsellor. fror 
necessity.” Ashe John A. Cooper trib 

.ouis G. Peloubet Acc 

«“ : From Cincinnati two replies were ear] 
An accountant whose services are : : ; 1 
supposed to be at the command of received : ona 
any person. One versed and skilled in “A person engaged in Accountancy as a list. 
the theory and practice of accounts.” doctor is in medicine, or a lawyer in the 

John C. Pirie law. The prefix Public is necessary acc 
owing to the fact of bookkeepers call- wh: 

“O , p é ing themselves accountants.” : 
One qualified to act as special commis- Richard F. Rit lari 
sioner or referee for a court of record, eee oe he 
ert i «hs eS. oe a/cs tied “A Public Accountant is one holding the 
F die! yah ; basleetaacths mirror’ ied himself in readiness to serve the public Kee 
ha ~ h neminanes" atest the Wwaoee in matters of accountancy. One well , 
ty Feral ae a tonsil. € opposite versed in matters. pertaining to to 
ot public—te. confidential. records.” enc 
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What is a Public Accountant? 


From Philadelphia one reply was 
received: 

“A person skilled in Accounts & Com- 

mercial Ways offering his service to 

the public in auditing, making exami- 

nations, designing, installing and advis- 

ing concerning accounts.” 
Joseph E. Sterrett 


From New York five answers 
were as follows: 

“One who by training and experience is 
fitted to perform professional service in 
devising systems of, installing, audit- 
ing, supervising and reporting on 
accounts.” 

Frederick A. Cleveland 


“A person skilled generally in com- 
mercial affairs, and particularly in the 
accounts relating thereto, who places 
his service at the disposal of the 
public.” 

A. Lowes Dickinson 


“One who by study, training and even- 
tual experience has the ability to render 
professionally services in inaugurating, 
simplifying, verifying and reporting on 
accounts.” 

Frank C. Richardson 


“A person skilled in the practice of ac- 
countancy whose, services are at the 
disposal of the public.” 

George Wilkinson 

“Degree should be granted only to those 
having passed C.P.A, examination and 
having 3 years experience in practicing 
accountancy in office of expert public 


accountant.” 
Henry W. Wilmot 


Of these 28 definitions only 3 were 
from accountants who had con- 
tributed answers to THE PUBLIC 
ACCOUNTANT three or four years 
earlier. And in the total which was 
almost the same as in the earlier 
list, the answers which mentioned 
the professional status of the public 
accountant increased from 7 to 13, 
while there were fewer who particu- 
larized as to the nature of the services 
he rendered. As to qualifications 
the answers which called for educa- 
tional preparation increased from 9 
to 13, those which called for experi- 
ence from 10 to 15, those which 
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stressed ability dropped from 13 to 
10, and only 1 mentioned tactfulness 
instead of 7 as before. And as to 
governing principles, honesty was 
mentioned in only 2 answers where- 
as 10 of the earlier answers called , 
for it, as did 6 that he be unpreju- 
diced and 4 that he be fearless, not 
mentioned in this list. 

However, the subject continued to 
be of interest and about 1908 the 
late J. S. Morris Goodloe, chairman 
of the Ohio Board of Accountancy 
again asked for definitions. No 
record of the responses has been 
found. 

The National Association of Certi- 
fied Public Accountant Examiners 
met in Denver during the 22nd annual 
meeting of the American Associa- 
tion of Public Accountants, October 
18-21, 1909, and THe DENVER Ex- 
PREss of October 20, 1909 in report- 
ing the meeting of the Examiners 
said that the following definition 
was adopted: 

“A public accountant is a person 
skilled in the affairs of commerce 
and finance, and particularly in 
the accounts relating thereto; who 
places his services at the disposal 
of the community for remunera- 
tion, but not entirely at the dis- 
posal of any one individual, firm 
or corporation, and who maintains 
an office at which his services may 
be engaged.” 


The report continued: “It is the 
opinion of the organization that this 
definition will be accepted by the 
courts.” 

So far as ascertained this was the 
earliest official definition of the term. 

The earliest statutory definition of 
a public accountant was in SECTION 
3941le-7 oF THE KENTUCKY AcT OF 
1916, the first C.P.A. Law of that 
state. 

“For the purpose of this act a 
public accountant is hereby de- 
fined as a person skilled in the 
knowledge and science of account- 
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ing, who holds himself out to the 
public as a practicing accountant 
for compensation and who main- 
tains an office for the transaction 
of such and whose time during 
the regular business hours of the 
day is devoted to the practice of 
accounting as a _ professional 
public accountant.” 


This illustrates a common diffi- 
culty in phrasing a definition. 
Except for the requirements of his 
being “skilled in the knowledge and 
science of accounting” and one 
“Who maintains an office for the 
transaction of such * * *”, the stat- 
ute defines a public accountant 
first as “a practicing accountant”, 
and then as “A professional public 
accountant.” Perhaps it was as- 
sumed that, except as to the two 
stated requirements, what a public 
accountant is was a matter of com- 
mon knowledge. 

With all this background, The 
New York State Society of Certified 
Public Accountants, cooperating 
with the State Education Depart- 
ment prepared a definition which 
became SEcTION 1489 oF ARTICLE 57 
OF THE EpucaTIon LAW oF NEw 
York. 


“As used in this article * * * (6) 
the public practice of accountancy 
within the meaning of this article 
is defined as follows: A person 
engages in the public practice of 
accountancy who, holding him- 
self out to the public as an ac- 
countant, in consideration of 
compensation received, or to be 
received by him, offers to perform 
or does perform, for other persons 
services which involve the audit- 
ing or verification of financial 
transactions, books, accounts or 
records, or the preparation, verifi- 
cation or certification of financial 
accounting and related statements 
intended for publication or for the 
purpose of obtaining credit, or 
who, holding himself out to the 
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public as an accountant, renders 
professional services or assistance 
in or about any or all matters of 
principal or detail relating to. ac- 
counting procedure or the record- 
ing, presentation or certification 
of finanacial facts or data.” 


Although stated as a definition of 
the public practice of accountancy, 
this section, as of the date of its 
enactment, April 3, 1929, gave the 
answer in this State to the question 
“What is a Public Accountant?” 
And since the section has not been 
repealed or amended it is still.the 
answer in New York. It does not 
indicate whether it gave a new 
meaning to the term or was the 
statutory recognition of a previously 
accepted description of what con- 
stituted one a public accountant. 

A few years later the Regents on 
February 22, 1935, approved the 
Syllabus for Candidates Taking the 
Certified: Public Accountant Ex- 
amination which had been prepared 
by the State Board of Certified Pub- 
lic Accountant Examiners, and was 
issued as UNIVERSITY OF THE STATE 
oF NEw York BULLETIN August 1, 
1934 No. 1049. The second para- 
graph on page 7 was as follows: 

“Accountancy is a profession 
the members of which offer for 
compensation their services in all 
matters relating to the analysis, 
classification, recordation, verifi- 
cation, presentation and interpre- 
tation of financial facts. There 
exist the private practice of ac- 
countancy and the public practice 
of accountancy.” 


The syllabus continued with a de- 
finition of each class of practice, that 
for public practice being a quotation 
of section 1489 (6) of the Education 
Law, followed by: 

“The public practice may be en- 
gaged in on one’s own account, 
either alone under one’s own name 
or as a partner in a firm, and per- 
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What is a Public Accountant? 


These official New York definitions 
of 1929 and 1935 will govern in the 
classifications hereinafter made in 
these chronicles. 


sons are deemed to be in public 
practice when employed upon the 
professional staff of such an indi- 
vidual or firm in public practice.” 
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Bookkeeping Education in the 
New York City High Schools 


By IrvinG RASKIN 


RECENT article by Nathan H. 

Lenert* indicts the teaching of 
Bookkeeping in the New York City 
high schools with respect to educa- 
tional objectives, subject matter, 
teaching methodology and teaching 
personnel. 

The current article will attempt to 
consider each of these items objec- 
tively, with the hope that the reader 
will be able to envisage clearly and 
appraise fairly what we in the schools 
are doing. 

Objectives 


At the outset, it should be under- 
stood that Bookkeeping is but one 
of the courses of study in the com- 
mercial curriculum. The high school 
commercial curriculum actually of- 
fers four fields of specialization, 
namely Stenography, Bookkeeping, 
Merchandising, and Clerical Prac- 
tice. The offerings in these areas are 
not mutually exclusive, the diploma 
requirements being sufficiently flexi- 
ble to permit of a major in one field 
with a minor in another. As a mat- 
ter of fact, most of the commercial 
pupils are programmed for multiple- 
skill development. 

To be effective, business educa- 
tion, like other types of education, 
must prepare for living a complete 
life, only part of which is the earn- 
ing of a living.? Parents do not send 
their children to high school for the 
sole purpose of having them trained 
as bookkeepers. 

The old vocational viewpoint con- 
ceived the commercial course, as Mr. 
Lenert apparently, still*does, as a 


clerical mill for grinding out book- 
keepers, stenographers, salespersons, 
etc. The modern viewpoint is that 
we must provide an enriched course, 
which, in‘addition to a measure of 
vocational competence, will “develop 
in each individual the knowledge, 
interests, ideals, habits and powers, 
whereby he will find his place, and 
use that place to shape both him- 
self and society toward ever nobler 
ends.’ 


Subject Matter 

The Bookkeeping course is based 
on a time requirement of five forty- 
minute recitations a week for a pe- 
riod of two years. A third year of the 
subject may be taken as an elective. 
The study of the subject is begun in 
the second year of high school, at 
which time the average pupil is fif- 
teen years of age. Since the pupil 
is required to take a comprehen- 
sive Regents’ examination after two 
years’ study of the subject, the rec- 
ommendations of the State Educa- 
tion Department with regard to 
content are, of necessity, reflected in 
local syllabi. The reader will un- 
doubtedly recognize that the State 
Education Department is the same 
authority that is responsible for the 
licensing of CPA’s and members of 
other professions. 

The Board of Regents does not 
impose a rigid syllabus on the local 
communities. It has made flexibility 
the keynote of syllabus adaptation. 
“In prescribing the scope and con- 
tent of high school Bookkeeping, an 
effort has been made to begin with 


* Nathan H. Lenert, “The Training of Bookkeepers in New York City High Schools.” 
The New York Certified Public Accountant, September, 1944, page 572. 
? John L. Tildsley, Annual Report, Board of Education, New York City, June 30, 1933, 


page 572. - 


* Cardinal Objectives of Secondary Education, U. S. Office Bulletin 1918, No. 35, page 3. 
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basic facts upon which double entry 

Bookkeeping rests and to let the 

topics presented grow in logical se- 

quence out of these fundamental 
considerations.”* 

Just exactly what are the purposes 
of Bookkeeping instruction? Our 
syllabus® includes, among others, the 
following general aims: 

a. To give pupils a knowledge of 
bookkeeping principles and the 
ability to apply these princi- 
ples to practical business situ- 
ations. 

b. To give pupils a knowledge 
of present-day business proce- 
dures in order that record- 
keeping may be meaningful to 
them. 

c. To develop in pupils the abil- 
ity to interpret accounts and 
financial statements as a guide 
to intelligent business manage- 
ment. 

d. To inculcate proper habits, 
attitudes and ideals necessary 
‘for success in the business 
world, and in the conduct of 
one’s own personal affairs. 

e. To inculcate in pupils a reali- 
zation of the necessity of abso- 
lute accuracy in record-keep- 
ing. 


In the work of the first term, the 
pupil learns to keep records of as- 
sets, liabilities, and capital, and to 
record changes in their value; to be 
skillful in the mechanics of the ac- 
count, and in its interpretation ; and 
to prepdre very simple financial 
statements. He also learns the pur- 
pose, use, form and content of 
business papers, and the routine of 
business procedure. 

In the second term, he learns to 
use simple forms of various journals, 
to post, take trial balances and pre- 
pare simple statements. At this stage 
he learns about time and sight drafts. 





In the third term, the pupil is ready 
to master the controlling account sys- 
tem. He posts, takes trial balances, 
prepares schedules of the subsidiary 
ledgers and also prepares classified 
statements involving the more obvious 
deferred and accrued items. Transac- 
tions peculiar to the work of the third 
term involve the discounting of nego- 
tiable paper, the writing off of contin- 
gent liabilities, the journalizing of 
correction entries, the setting up of 
valuation reserves, and an introductory 
treatment of payroll record-keeping. 

In the fourth term, records peculiar 
to a partnership, and the imprest cash 
system are introduced. The emphasis 
in this term is on the complete book- 
keeping cycle. 

In the third year, we have an oppor- 
tunity to give extensive treatment to 
the modern payroll, sales and luxury 
taxes, the voucher system, simple man- 
ufacturing records, simple corporation 
records, and projects which serve to 
integrate everything the pupil has 
learned about bookkeeping and _busi- 
ness procedure and to provide him 
with increased arithmetical practice— 
all of which serve to meet the standards 
of occupational competence. 

Mr. Lenert would have us confine 
our instruction to ordinary bookkeep- 
ing routines with the striking of a trial 
balance as the goal. On this point, we 
differ strongly. Our course calls for 
these rudiments—and much more. The 
pupil who completes our Bookkeeping 
course meets the standards set by the 
business community. Pupils who do not 
complete at least two years of Book- 
keeping, whether drop-outs or gradu- 
ates, are not considered sufficiently 
competent to be entrusted with a set 
of books in a business office. The drop- 
out medical student is not a physician ; 
the drop-out engineering student is not 
an engineer. By the same token, the 
drop-out bookkeeping pupil is not a 
bookkeeper. One should not fall vic- 


*Univ. of State of N. Y., Syllabus in Commercial Subjects: Bookkeeping, 1944, page 5. 
* New York City Syllabus in Bookkeeping, foreword, page 2. 
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tim te the error of judging a program 
of instruction on the basis of contacts 
with incompetent employees, whose 
limited backgrounds are the result of 
fragmentary learning. 


In normal times, our Placement Bu- 
reaus regularly received “repeat” re- 
quests for bookkeepers from satisfied 
employers. The business offices in this 
community are manned to a large ex- 
tent by the products of our schoal sys- 
tem. Business men and accountants 
depend on the competence of the work- 
ers who produce their records. And 
to a large extent, the Bookkeeping 
teachers of New York City, through 
the effectiveness of their instruction. 
have contributed to the efficiency of the 
business offices of the Metropolitan 
area, 


We do not deny Mr. Lenert’s asser- 
tion that beginning employees say, 
“But this is not the bookkeeping that 
we studied at high school.” We recog- 
nize that systems vary with types of 
business. Nor is it unusual for eape- 
rienced bookkeepers to remark that 
“the bookkeeping I do here is not the 
bookkeeping I did on. the other job.” 
And even experienced accountants 
often resort to special manuals on sys- 
tems when they secure a new client in 
an unfamiliar field. Bookkeeping for 
an insurance agency differs from book- 
keeping for a diamond importer ; book- 
keeping for a _whloesale clothing 
manufacturer differs from the book- 
keeping for a dry-cleaning establish- 
ment. Obviously, the records of a 
business will reflect the peculiarities of 
that business. We cannot aspire in 
the limited time available, to acquaint 
pupils with every type of system. In- 
stead we concentrate our efforts on 
developing a common denominator of 
all systems, recognizing that actual em- 
ployment will provide the orientation 
to the specific set of books in use. This 
view is fortified by the knowledge that 
our graduates do not require lengthy 


apprenticeship to adapt themselves to 
the new situation. 


Methodology 

The assertion that “instruction in 
Bookkeeping is conducted today as it 
was at the beginning of this century” 
is rather interesting. An inspection of 
300kkeeping texts in use at the be- 
ginning of the century and in use today 
hardly supports this view; in fact, the 
direct opposite is indicated. 

Thirty years ago, Kahn and Klein 
described the teaching of Bookkeeping 
prevalent in their day as follows: 

“The present teaching of accounts 
consists, in general, of a scheme where- 
by rules are arbitrarily assigned, often 
(disguised as reasons by the use of the 
logical conjunctive, because, and by an 
attempt to impart familiarity by long- 
continued repetition of assigned model 
forms. The work is absolutely deduc- 
tive, and this at a stage when it ought 
to be entirely inductive. The student is 
required to take everything on faith; 
if he errs in journalizing, he is told, 
“You are wrong because Cash must be 
debited when received.’ ’’ 

The work consisted of extremely 
long sets, with much repetition of the 
obvious. The authors criticized the 
“stultifying influence of such proce- 
dure,” and observed that “the faculty 
of imitation” is appealed to almost ex- 
clusively. The appeal to reason, the 
arousing of the appreceptive basis, the 
stimulation of the imagination—for all 
of which the subject offers a great op- 
portunity—are almost entirely neg- 
lected. 

“Our objections to a contiiuance of 
such procedure are: first, an undue 
mass of materials; second, the disper- 
sion of effort by requiring as much at- 
tention to what is already known as to 
new matter; third, the practical im- 
possibility of devoting more time to 
work of greater value to the pupil, 
such as the making of statements and 
the drawing of inferences from the 





° Joseph Kahn and Joseph J. Klein, Principles and Methods in Commercial Education, 


Macmillan, 1914, pages 156-7. 
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Bookkeeping Education in the New York City High Schools 


books. It seems to us that the solution 
is suggested in the neglect of commer- 
cial teachers to heed that sound peda- 
gogic doctrine which enunciates that 
the best method of learning a topic is 
to understand it. That which one un- 
derstands, one need not memorize.’ 


Similar condemnation was voiced by 
Robert H. Montgomery in 1916, be- 
fore the business education section of 
the National Education Association, 
“If I could, I would teach Bookkeep- 
ing by talking to the students about it, 
rather than by requiring them to spend 
most of their time copying and posting 
and taking trial balances. So far as ! 
have been able to discover, courses in 
Bookkeeping are just one thing after 
another. The student is so exhausted 
by the time he finishes one practice set 
that—if he receives a passing mark— 
he hopes that he will never see it 
again.” 

The evolution of bookkeeping in- 
struction has gone through the follow- 
ing stages: 

a) The account approach, in which 
all entries were made directly in ac- 
counts and rules were developed for 
debits and credits. 

b) The journal approach, in which 
many rules were memorized and trans- 
actions were journalized in accordance 
with the rules. This method was also 
called the chronological method of 
dealing with the subject. 


c) The business situation approach 
in which the pupils imitated actual 
business practice by recording trans- 
actions at the very outset from busi- 
ness papers into the special journals, 
posting to the ledger, etc. 


Be 

The successor to these obsolete 
methods is the modern balance sheet or 
capital equation approach, in which 
all account concepts are developed in 
terms of their relationship to the 
balance sheet. The pupil learns at 
once the elements of the fundamen- 


" Ibid. 
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tal equation and analyzes each busi- 
ness transaction for the changes pro- 
duced in the value of assets, liabilities, 
and capital. This facilitates the learn- 
ing of the principles of debit and 
credit through reasoning rather than 
by recourse to a maze of arbitrary 
rules learned by memorization. 

The balance sheet method of teach- 
ing bookkeeping is not confined to the 
City of New York. An inspection of 
textbooks used extensively throughout 
the United States will reveal: 


1) that they are written by eminent 
certified public accountants, who 
have had extensive teaching ex- 
perience in secondary and higher 
institutions, and whose influence 
has been felt everywhere. 


2) that these authors are unanimous 
in their approach to the study of 
bookkeeping by means of the 
“capital equation” approach. 


3) that these experts reject any 
method which would have pupils 
learn rules arbitrarily. 


t 


An inspection of the bulletins issued 
by twenty-six larger cities in the 
United States discloses that these com- 
munities universally approach the in- 
struction of Bookkeeping through the 
balance sheet method. 

The United States Armed Forces 
Institute employs this method in the 
Self-Teaching Course,’ it offers to 
members of the armed forces who wish 
to learn Bookkeeping. 

Mr. Lenert would have the reader 
believe that our type of instruction is 
inadequate, unrealistic and unproduc- 
tive of intelligently trained book- 
keepers. A typical narrative in our 
third-term classes calls for the follow- 
ing: 

a). Entry work in journals 

b) Closing and summarizing of the 

journals 

c) Posting to the general and sub- 

sidiary ledgers 
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d) Taking a trial balance 
e) Preparing schedules of the sub- 
sidiary ledgers 


In addition, one or two complete sets 
per term call for other phases of the 
bookkeeping cycle, covering statement 
work, making of adjusting and closing 
entries, and preparing a post-closing 
trial balance. 

When pupils are led to examine the 
records they have prepared and to ex- 
tract their meaning, they are well 
taught; methods which elicit such re- 
sponses are progressive, not archaic. 

The teacher of today motivates 
every lesson to arouse pupil interest, 
without which effective learning can- 
not take place. The teacher of today 
has a better understanding of the laws 
of learning and avails himself of these 
toward making the classroom expe- 
rience a rich and meaningful one to the 
pupils. Contrast this with the teacher 
of the earlier era, who sat at his desk 
with “key” in hand. He did not re- 
quire great qualities of mind to direct 
the solution of Bookkeeping problems. 
All the wisdom was vested in the 
“manual”—a teacher without a “key” 
meant a class without instruction, That 
was the type of teacher that entered 
the school system via the private busi- 
ness schools at the turn of the century. 
That teacher and his methods are 
archaic! 


Teaching Personnel 


With reference to teaching person- 
nel, Mr. Lenert blandly asserts that 
“by far, most of the high school 
teachers of Bookkeeping never saw the 
inside of a business office. They were 
elementary school teachers who took 
a course in Accounting and then 
passed the examination to teach com- 
mercial subjects.” . 


“United States Armed Forces Institute, 
Principles, Course 1, 1943. 


* Page 358. 


To men trained in the science of 
verifying business statements, a gen- 
eral denial of this allegation would 
prove just as unsatisfactory as the 
original charge. Consequently, let us 
examine the facts. In the 1935 Annual 
Report® of the Superintendent in 
Charge of High Schools, we find an 
official statement which will shed light 
on the preparation of teachers: 

“About five years ago (1928) the 
Superintendent in Charge of High 
Schools appointed a committee of first 
assistants under the chairmanship of 
the Director of Commercial Education, 
to prepare a commercial teacher-train- 
ing program. Two years were devoted 
to this study, which was carried on in 
collaboration with a member of the 
Board of Examiners. Conferences were 
held with the deans of the Schools of 
Education and the Schools of Business 
in our local colleges. A four-year 
course was finally promulgated, which 
was approved by the State Education 
Department’and which is now offered 
at four of our local colleges. 

“As an outcome of this study, the 
eligibility by-laws of the Board of 
Education were amended in 1931, 
making graduation from a four-year 
professional course a condition for 
eligibility. In addition to this require- 
ment, a candidate for the license to 
teach commercial subjects must offer a 
year of business experience and a year 
of teaching experience in his specialty.” 

In a circular released by the Board 
of Examiners,’° the following eligibility 
requirements for Bookkeeping teachers 
are set forth: 

A) Preparation: A baccalaureat de- 
gree (or equivalent. preparation), and 
in addition: 15 semester hours in ap- 
proved graduate or undergraduate 
courses. The said preparation shall in- 
clude: 


Bookkeeping and Accounting Fundamental 


_ _” Board of Examiners, Requirements for License as Teacher of Commercial Subjects 
in Day Secondary Schools other than Jumior High Schools. Mimeographed Circular. 
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Bookkeeping Education in the New York City High Schools 


1. 12 semester hours in appropriate 
courses in the following fields, includ- 
ing one course in each of such fields: 

a) History, philosophy, principles 

and/or problems of education. 

b) Adolescent development or edu- 

cational psychology. 

c) General methods of educational 

measurements. ‘ 

d) Special methods of teaching the 

subject ; and 


2. 42 semester hours in approved 
courses related to the subject to con- 
sist of: 

Semester Hours 
Min. Max. 
Advanced bookkeeping and 

BOCHUM oc Sass wind s'cs oie 12 16 
Office practice 
Business Law 
Business mathematics and/or 

commercial arithmetic .... 
Business management and or- 

ganization 
Money, banking and finance.. 2 
Economic geography 


ARR HA on 


3. Experience: Teaching and busi- 
ness experience are required as fol- 
lows: 

(1) One year of teaching the subject 
in grades above 8B or in college; or 
two years of teaching the subject :n 
schools; or five years of teaching. 

(2) One year of approved and ap- 
propriate commercial experience, com- 
prising a minimum of 1,200 hours of 
satisfactory business experienceembrac- 
ing at least twelve calendar months is 
required. The appraisal of this expe- 
rience will be based on the following 
considerations : 

a. The relation of the duties and 
type of work performed to the license 
in the special field applied for. 

b. Proof of compensation for the 
work performed. 

c. The character of the establishment 
in which the applicant was employed. 

d. Availability of documentary evi- 
dence of the specific work performed 
on the job by the applicant. 

With such requirements, is it con- 
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ceivable that “by far, most high school 
teachers never saw the inside of a busi- 
ness office? That they were elementary 
school teachers who took a course in 
Accounting and then passed the exami- 
nation to teach commercial subjects?” 

Either Mr. Lenert has not’kept pace 
with developments in the schools in the ~ 
twentieth century or he wilfully ac- 
cuses the Board of Examiners of li- 
censing people who have not met the 
requirements of thorough preparation 
in business courses, supplemented by 
practical business experience. 

Let us see how these requirements 
have influenced the educational prepa- 
ration of our teaching force. The fol- 
lowing analysis is based on current 
data on file with the High School Divi- 
sion’s Standing Committee in Account- 
ing: 

SUMMARY OF EDUCATIONAL BACKGROUND OF 


New York City HicH ScHOooL 
BOOKKEEPING TEACHERS 


No. of Degrees No. of Teachers 





Mo Elémrdes 2). 62s echoes 9 
CT. fc ih cea 126 
Yh) ig: RP wareny io es oe 170 
WREOG eS os ais clad a reals 41 
mow “Slo nae aeoaes 8 

TOMI. acres 354 


We have in our ranks 46 certified 
public accountants. In addition to the 
holders of liberal degrees (many of 
which represent majors in business), 
there are 178 holders of the B.C.S. 
or B.B.A. degree, and 43 holders 
of the M.B.A. degree. Forty-eight 
teachers hold law degrees. 

Our records show that 90 out of 354 
bookkeeping teachers (or 25.4%) 
served in the elementary schools an 
average of 8.8 years; 28 (or 7.9%) 
served less than five years; 21 (or 
5.9%), from 5 to 10 years; and 41 (or 
11.6%), more than 10 years. Two 
hundred and sixty-four teachers (or 
74.6%) began their teaching service 
at the high-school -level. Forty-one 
teachers have taught accounting and 
related subjects at college. 

In the light of such abundant evi- 
dence of scholarship in the spheres of 
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accounting and business, and of con- 
tinuing experience in these fields, Mr. 
Lenert’s argument that the teachers 
“do not feel at home teaching practi- 
cal bookkeeping because they them- 
selves never practiced it” falls to the 
ground. When the writer says that 
our teachers “do not feel confident that 
they know the best method of entering 
certain transactions,” he is again pur- 
suing a false premise to its illogical 
conclusion. 

The extent of business experience of 
our bookkeeping teachers is summar- 
ized in the accompanying tabulation: 


BUSINESS EXPERIENCE* 
PRIOR TO APPOINTMENT 


Number of Type of Average 
Teachers Service Years 
1S SPER Accounting ....... Lo 
63........Merchandising .... 3.4 
“A Nyse goa ame ccd agentes y « 4.2 
Gee Re a ie 4.0 
Gis a5 5.0% +c PUOMURER 35 Vena celus 
SUBSEQUENT TO APPOINTMENT 
| a Accounting ....... 8.7 


20........Merchandising .... 7.6 
<p ea PERE Ex, de ee 12.2 
Bec owe ic erates Cas 8.0 
Pape ater WO GARD 55-50 <5 5.566 sep 


*A number of teachers report experience in sev- 
eral categories. 

When bookkeeping teachers, alive to 
their responsibilities, attend their con- 
ventions twice a year, meet three times 
a year as a section of the New York 
Society for the Experimental Study of 
Education, publish scholarly Year- 
books*? devoted to subject matter and 
teaching methods, write for numerous 
professional magazines, organize in- 
service courses and workshop commit- 
tees for the development of new in- 
structional materials, keep abreast of 
current thought through a monthly 
bibliography,’? the community need 
have no fear that the teachers are in a 
rut, out of touch with reality, and that 
“the bookkeeping classroom is an oasis 
of theory and philosophy where the 
teachers shy away from customary 
practice.” 


™ Commercial Education Association, Year Books, 1931 to date. 


“Keeping Posted. Edited by Dr. I. David Satlow of Bushwick High School, 1940 


to date. 
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C. P. A. Examinations given by the 
University of the State of New York; 
November 8, 9, and 10, 1944 


PRACTICAL ACCOUNTING—PART I 
Wednesday, November 8, 1944—1.30 to 6 p. m., only 


The Practical Accounting paper consists of part I and part II. 


State your examination number on each sheet. Do not sign your name. 


Consider carefully each requirement of each problem. Designate each solution by 
number. Consider technic and neatness as carefully as mathematics. 


Answer the questions as directed under each group. 


Group I 


Answer one question from this group (30 credits). Indicate selection by a 
check mark (\) placed at the left of the number on the question paper. 

1 From the following particulars, prepare a statement of manufac- 
turing, trading, and profit and loss, year ended December 31, 1943. 

The Arctic Refreshment Company commenced business on January 1, 
1943. The company manufactures automatic vending machines, places 
them on sites rented upon the basis of one fifth of the takings and sells 
penny packages of Refreshmints through them. 

The mints are purchased at 58% cents a box of 100 packages. One 
free box is received with every six bought. 

The company also sells these vending machines to storekeepers, etc., 
to whom it supplies the mints at 58% cents a box. 

The transactions for the year 1943 are summarized below: 


Sales of Refreshmints : 


WRSOUGE. PIR OIINES 0.0... 55 cto o-0'W5 5S opiacn eigen a whe eed ea a ee ea $280,000.00 

To machine owners....... seo Sem ee Sot «eae RN Oa 10,500.00 
Sales of vending machines: 

TOGO SOIR orig ves ois oes SRS aed n bs BE eral ds ee ee 35,000.00 
Purchases: 

Refreshmints, 350,000 boxes............ Sach oud e a she Rae ae we ae 204,166.67 

ME ATsae tute MAALONIAIS ois oie Sa race S ost a a how Ve Ses a ON hee 250,000.00 
Expenses: 

WA GtOCUNUARORYS A, oss 6 sas as cS. 5-0 ¥ abe iae doh tient OL retin, Gaae ae 45,000.00 

INGHE CE SUIQGRITIC SIEOBS & ors, 67a cs c:s Grois terete se Male sa Case eee «las Ss meee 56,000.00 

Machine rénawers. wages -(factOty)).....00 3646 ae Niowes co tehn ool tae 7,000.00 

Bactoty: Fent One taxes v6.6 os vec» Lehane a vgs catt Onto waaee aes 25,000.00 

Overhead (to be apportioned in the ratio of net purchases)........... 8,500.00 

Expense of collection. from: machines. 2600 656 02 cee eek os ew eee 28,000.00 

Depreciation: 

Machinery and: equipmént . sss ok eed ons 2 0 eee a 1,500.00 


Machines on sites: 
10% of cost, this including $18,333.33 for fixing on sites 


Togis, patieting, Ct. isis asc Sai boa b Us eA vo dte be SO Rn wien Pe 1,000.00 
Roniis. on .ouscheets Of ICiMGsnnints 5. 03sec ks aidas Cae a ee tees 29,166.67 
Credit is to be considered for uncollected sales in machines, estimated at.. 5,000.00 
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During 1943, 11,000 machines were manufactured for the company’s 
use. 

Ending inventories: 
Mints on hand at end of year, and in machines on date of last collection: 


PUMNUMER ont Pi. Stak Ao. % 2/6 sated ¢.b aiaais aint Se hia b 6 ODP ok Tene thie ais "$ 30,333.33 
BU aerate PATI UEUIAIS sly, 5 6 0: bic. [90:6 el aaroaio.p 5 AIS eig sis 0,4 5)0) 9,0 0B udemeeiebie’ 25,000.00 
RIENT RRS ROD UR 50.74 10-2 choke eke As’ cdo. ci, Ba Fw 8a hia) of aeie oBiad ug ON gla’ one dome e 22,500.00 


2 Prepare balance sheet, June 30, 1944. 
OLD BOYS’ AND BROTHERS’ BETTERMENT ASSOCIATION 
General Ledger Trial Balance—June 30, 1944 











Administrative department expense.................. S Bost kaa yweae 
AGnhinistrative department inCOme.. 6... .ecesccccsh  . stoencear $ 376.96 
PAMBRRIE STII OREIN Fog c's Sg hig d'0'Sd She! bw ale doe. 6:6 0 3's bg 8" O76:52°) ea ees 
AAUP TAIN CRIUONSE AID UDLLACA OSI 4 ccf e's pic's 6 5.9 099 V bw Wrecpermers ofele at od elbiepne ei 976.32 
SOM MMO redsia hel rh Winks (Ss taks seh awnrutbrais » MESS e Me Monee LUG R Bibjatome © ot ol a ecees 
RD NING Se E SS sass wicig wath 'p osteo eines alan BOM EEO. eh.” - aaa 
SR MEINE Dies, Saltit ss Sd a R'8S Sb SEW OEE a he ee 16,228.95 
Contributions pledged—general .............22.0000: [bet oo Si i me de ae 
Dormitory accounts receivable... ......cesteesseees mee 8 Ye arcs 
RATT SMRIIOOGE | 55i5.5°s'2 ave5.0 6 0.05 0.055 4,0. 0'6 s See Malawla ee ee 1 1 EER eS PR e AS 
MINIT ATOR 29575 o-cxs ow 54 ceo oe ha How belies eee |) Slama bys 25,863.78 
Education department expense...............eeceee. SO, 5BeGe o> utente bs 
POUoAiON KIepArtMent INCOME 2 255 poses cele ewe ba. oS Rleew en 22,532.68 
RUG CMMp IIE ROMO LCRBIG 0S 355s 6 sc's o'c see bee bnew id osi or | HM MRA SP 
MATODWATENE SONU = -GONETAL oo i oiere 6 ore be doi 6 ceed vines) | we seein 196,401.04 
Rupee NNT MMI TA CMEING 2645 sh 510 3.0. 5,8 wore ec aecabak.. Ly wwe Ada 11,468.95 
Endowment fund. securities... .... 06.00. ccccsecceses ty oS) Ra a ms 
NINN SoS Peed Cheney cce'e oi k sg Bk in cs eniok ae ahs kw Loscies ee ON ie 
SEEMED foie fie BILE ncibwiew sis awe he 6 6d pees 6 Wehoesis | aes 
General contributions and gifts income.............. eda wees 247,110.62 
SEES OST Eg GES RRS ge ha a aE ca A ie oe eae 6,002.76 
Income from temporary investments—general........ see eee 642.21 
MEINE See MIRIN OE icin Bio 6 Sido ug a0 Sicko 5) eG Ne wNisis ate ash ale ico SO 
Ra eae ett racale os 9.0:b 014 aie cue 8 bb bey suelew ee Sosrets POUO AID? gw. 5 Geer. 
Boge Same CoMtmitaene. boi ecahice ial es cedcpasese® oS acneweens 5,768.80 
Mortgage payable—land and buildings...............0 0 se eeeeee 150,000.00 
PURON NUMEINIMCREOPTON gn i cis ool Vivre soe pieiiaeneesches 0 #ibvaeleiet 20,000.00 
EEE 1 SI Ride a 0 ea eth RP AED code Be 335,741.05 
Re RIN ERENT a0, is Liesh o's» She ban.6 614, cgi 4 wpielglo wie WOOO 283, yhewakees 
Pavyecal GepartmMent EXpense. .. .<....02sceccecenes IGGiGSl oe ase ees 
SUW RECN MIMOMPETIONEGIUCOINE 6 ons s.c.c ks sis cprncce sees. in! eseahielee 9,278.62 
RRA ETODIN -ORRETIGES 0 /5)- 55 5, 0.050: 61a 0/0 05:09 01555)3 css OFORRO 2+ Seeaieure 
Rem REECH DI EMSTT BELOIT a: 65 15 oiaa boc aks cae hie okie’) 6 Sakti 536.25 
ERE TaOPT BIIOD 6 fo ocsaa i. a'o,04 0.0 > vd salen Seeewiss sede vet 85,376.41 
Reserve tor bad Goraitory ACCOUNtS ©... sevice cscs te se eee 114.62 
Reserve for bad miscellaneous accounts...........2.. «a eeecece 28.42 
EN ME INNES caidas cb dxcaveesakoo cans! ~ wees ons 328.94 
eee CMPUR CS NIIERTIMMERIINNS: 5.2025) Sidra cc 010.5 6c op ofeia eee bale, ‘mae oieias 86,336.01 
GREIICIOG CONISIDUMONS = CBSD 6. Soc ce sce sacs ccescess A BOO FO OS: =~. “zs erteees 
MUStrICtRe, CONITIOIIONG INCOME. o.s. esc cc ceasacce.  ‘peniennae 2,326.54 
Restricted contributions investments................ GUA) Fg eee 
Social service department expense................3.. DO o erat ee 
NOE Ber TICP MOOI EMTIONE IDOOING., 5.315 5:5.0 sie disrs.0csease.ve | a pelranee 15,815.41 
Student and other loan funds cash................... yA LP 8 
Student-and Other loan funds mnCOMEs.....ceencescscs  dvevrene 356.95 
Students and other loan funds notes receivable....... 2,000.00 olay Cem egias als eve te 
UE RECIMIRUR LECEIVAOIE yo '55 00's ise 40 ¥,cn ppdee? +e 3's Pai 15. eye sales 
Temporary investments—general ................... ASGpG 8 SA ee 
Tiition accounts receivable; .< 605... 6. sc ceeds see eee BMG > ha Dy ee 
RIED CAAW RENE. ui ices Siocces 5 osc 9 bie-4e aie aie bre ois' a Fie D ON ele ailatestaas 23,677.69 





$1,263,289.98 $1,263,289.98 
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The following information is to be considered: 


(1) 
(2) 


(3) 
lectible. 


(4) 


(5) 
(6) 


(7) 


(8) 


(9) 


(10) 


(11) 


(12) 


Answer one question from this group (20 credits). 


mark (V) 


Dormitory accounts receivable are all considered collectible. 


Miscellaneous accounts receivable are all considered collectible. 


Only $400 of the tuition accounts receivable are considered col- 


Accrued income on investments: 
(a) Endowment fund securities 
(b) Restricted contributions investments............ 
(c) Temporary investments—general 


Prepaid interest on notes payable, general was........ 


Expenditures from restricted fund assets, 
adjusted : 
(a) Additional equipment 


(b) Educational department lectures 


not yet 


All income from endowment fund assets is available 
immediately for general purposes. 


Mortgage interest is payable from general funds. 


Tepes. tte wa sk he ModesGc kee nen eee 
applicable to the year beginning July 1, 1944, were 
received. These were debited to contributions 
pledged—general and were credited to gifts 

income. 
Pledges (related to the above) of. .........cseeeees 


were collected in cash. These were debited to 
general cash and were credited to contribu- 
tions pledged—general. 


Balance of contributions pledged—general is consid- 
ered collectible except: f0R..¢ 6.0 «<< cevas's 6sd00cn 
which should be reserved against. 


Depreciation on buildings and equipment was........ 
This has not been recorded. 


Group II 


placed at the left of the number on the question paper. 


3 Prepare: 
a Statement of affairs as at December 31, 1943, to show amount 


(1) Of unsecured liabilities 
(2) Available to meet these unsecured liabilities. 


$ 2,031.22 
889.90 
114.22 


135.42 


15,477.30 
6,742.50 


2,250.00 


195,942.38 


10,000.00 


19,594.24 


18,376.50 


Indicate selection-by a check 


(3) Of assets (if any) to be returned to the stockholders in the event 
of company dissolution as based upon the appraised value of 


the assets 


b Statement reconciling the investment per books with the surplus of 


1944 


assets available for stockholders per statement of affairs. 
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Bolling Green & Company were unable to meet their outstanding obligations 
as at December 31, 1943. At a creditors’ meeting you are retained to prepare 
the statements as called for above. 

The books were closed as at December 31, 1943, after which the following 
post closing trial balance was prepared : 





EE ALE Se ee, aE ee a eee 
SS MRE soars 5's Io sites so Wookie’, -y: «acne HMRI xe Soe @ ae oye te I 8 sR aes 
PITS SMOROWRINIE 3° 5650) oasis oes daa a Sa oe die ce Case ces FAULT N Zrchghaie i 
ENT RUNN REASON 8 htc Clo Soy oo 8 ee aa kes a $ 972.00 
Subscribers—preferred capital stock.................05- 2OOOGNO § dei a 
MURINE A gcc sla dS bivin'e aed wit 0.6 Rosie Fb Stalbsvw ice ate tet ||| ee TT 
UE RNONEER ot 5... occ wlealuicie Gaiden scasade GOP ecient 
ana AO NASR SS oS. a disc's a.oreo% calle woke oeiiee bd ere | re 
Reserve for depreciation—building............0.ccccecee convenes 4,813.00 
Ne 22, ot nln Revels 5 4/5 Fae akrare a Cpliceteoe4t BROS ORs K-35 hc teeeeias 
Reserve for depreciation—equipment..............00006) cee e ence 11,207.00 
SNE REE RT Ge Prog Fe iad > a nabs hiaieas aie Bue Oo ad ofa. 0 Wiesel vee LOG UGE: ~  ceaeccetee 
Oe SNES 8 | SERRE Oa aE OO tar Re 1,877.00 
Accrued interest—notes payable..............cccceeecee ce eeeece 1,350.00 
Accrued interest—mortgage payable...............c0000  ceeeecee 200.00 
SRNR MINERS Ses 127 Ga SiS os Fok ee a VG Ho Wied o Men hoe eOWi8% Qeieetr |) Pa oe dawees 45,000.00 
eS DMI eS igs pane: ocehi Soe re we sreuleeea 8a eox'e et 21,769.00 
ES SS SES A at RP AP De S e 20,000.00 
POTN IRRCNINAIY GEGEN... i. 5 !o oc o's a oracle coe ap cigeecedon,  esiptee $s 100,000.00 
Commoti capital stock... :....:........ te sa Gerin ee esheets cca 100,000.00 
RTE MT ME ee eta Sc ciplterard ta 'srats 6 A DES Sato alae alee, , “soeeeneen 27,462.00 

$334,650.00 $334,650.00 





The following information is to be utilized: 
(1) Warehouse receipts for merchandise having an inventory value of 


$29,469 were pledged as at December 31, 1943, to secure $20,000 of liabilities 
against bank acceptances. The liabilities in question were included in notes pay- 
able. Appraised value of this merchandise was $24,500. 


(2) The land, costing $25,000 and so recorded, was covered by the mort- 
gage per trial balance. This land was appraised at $15,000. 


(3) Collection of accounts receivable was estimated at $27,000. 


(4) Sale of inventory not represented by warehouse receipts was estimated 
to realize $12,650. 

(5) It was estimated that the equipment could be sold for $5,000. 

(6) It was estimated that the building would bring $50,000. 

(7) The cancellation of insurance policies and the sale of sundry supplies, 
etc., should realize $1,158. 


(8) Holders of preferred stock had paid in cash 80 per cent of the par value 
of their subscriptions. For this they had received part-paid stock certificates. 


(9) An unpaid Federal income tax liability for $188 was not recorded on 
the books as of December 31, 1943. 
4 From the following information prepare: 
a Certified balance sheet as of June 30, 1944, giving effect to the proposed 


financing as hereunder outlined. Include in the certificate the results 
of operations for the five-year period of your examination. 
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b Journal entries necessary to bring the books of account into agreement 
with the balance sheet after giving effect to the proposed financing. 


The stockholders of the Dubois Manufacturing Company officially author- 
ized the company officers to put into effect a refinancing scheme in harmony with 
the requirements listed below: 


(1) An issue of $2,000,000 First Mortgage 6% Bonds maturing July 1, 
1959, is to be sold to bankers at 92% and the present First Mortgage 7% Bonds, 
of which $250,000 are outstanding, are to be called at 105. 


(2) An issue of $1,100,000 preferred stock, 7% cumulative, par value $100, 
is to be sold (or exchanged) and the present 8% preferred stock, par value $100, 
of which $927,500 par value is outstanding, is to be retired at 110. 


(3) A commission of $3 will be paid to bankers on each share of the present 
outstanding preferred stock which they succeed in exchanging for new preferred 
stock and a commission of $7 per share will be paid on each of the remaining 
new shares sold. 

(4) New shares of common stock without par value (100,000 shares author- 
ized) will be exchanged for the present $100 par value common stock, of which 
there are 12,493 shares outstanding, in the ratio of eight new shares for one 
old share. 

(5) The loans and notes payable and the instalment mortgage are to be 
liquidated and the accounts payable are to be reduced by $250,000. 

Your examination of the accounts of the company for the five-year period 
ended June 30, 1944, has uncovered the following : 

(a) Interest on the old bond issue and all dividends on the old preferred 
stock have been paid. 

(b) All the present holders of preferred stock have agreed to exchange 
their stock for stock of the new issue. 

(c) The expenses to be incurred in connection with the proposed refinanc- 
ing are estimated to be $25,000. 


(d) The X Appraisal Company has appraised the value of the plant and 
equipment at the cost to reproduce new, less accrued depreciation, as of June 30, 
1944, at $4,371,140.14. 

(e) The net profits of the company for the five fiscal years ended June 30 
were as follows: 


BAR. 5 Teak v0 po atv onoreettned C ecate aie ae $270,403.01 
DO 6. ci wie Bead hegatcin Migetkcati orn eee 322,468.19 
BA tha ie ss ioe as 0 5. c See OR eee ate Catt eee 191,910.59 
SAGs, ho tnihs 5.5 us prreries sete Rts Seen 277,681.93 
Wie Mis vont vb oe tae ates See eee 251,330.23 


(f) Federal income taxes have been settled to and including the fiscal year 


ended June 30, 1941. 


(g) The taxable income for the fiscal year ended June 30, 1944, is estimated 
to be $250,000 before giving effect to the refinancing. 


(h) The inventories were found to be substantially correct as to quantities 
and priced at cost or market, whichever was lower. 
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(1) The postclosing trial balance shown below was found to be correct: 





Wimociinte RAMON ao 0o Sic ots sao 855s kc eve Ms cals ws aeua eae. . cobieleas $ 593,570.81 
PA MNMMNIEe MITRE Gry s.5)0.0) ob. dpb bee. wero ee viele SESTAGG.08. Maas 
ea NN AMIRI I ea Ne i a se Lew a ee Me eo Mp cian eset 89,311.99 
CROUR) SHOCK COMINON (IZ490 BRATES) ....0cicpocceces ~~ suveloses 1,249,300.00 
Céortal stock oréfetred (9,270 Shares). oo cs sc ccccscccac® > eessases 927,500.00 
OS Sg leg a SOE SSA ere ear es TOR SIRGO! 3 ERs 
Cash surrender value—officers’ life insurance......... OS Ss ll ca ee Nea eS 
Firet mortwage ‘bonds—due 1947....5.....ccccaccccccs «© sbcegent 250,000.00 
CaP MRMN NR EIND CEUIMRBSE RD 08 So fas0's Seid 'e staie’ $4 4 6 8'0 Spica ainsi Gseote? oA aaoerns 
Instalment mortgage (on property not covered by 
See ENNIS SSS cao sors Sure cane veeweec = tdamewee 9,724.29 
EP SaM aie CON EID, 5 0550 0-5 0'}-0'p.0 « Ks.d:0:0 6 x's: dreg'e 00 eg eS Fe 1,362,000.00 
a EON io 6.5 %c's Ge b's Fo + 3. eKow ene mien ee is 05 ra. la A eRe 
EE SSP sig c'o5b: dings ead dae oNeN Si wmode > Gurraee = Fe oh Saas 
Plant and equipment, net of depreciation............. AOC 7 aes aoe ae 
NEEM MNMNNEEI ON al UL Akos oa oh aig cebib enare> eels PES ek endroes 
Product finished and in process. .. 6.6.68 scccsccccses Geeigeeee SB aaeence 
UNE. Gs salsa one Hosv on vin Coe bakes a eh neta teams 
Se ERTIES TENG BUDDIES 5 555 5. 6's. 6 2-6 s-o arise 8 aca 0001 lia Cn i a ree ee 
OOO I OC a Se ee = a Ri HED 29,000.00 
Reserve for Federal taxes for fiscal year 1943-44...... «2... 67,500.00 
Sinking fund for preferred stock retirement, cash..... O7aG |~ 0 Wie ees 
MMR EY te Scie thot sain © 0.0 sce seed w'ae URC eee cease Pate ies os 1,058,327.20 
Unamortized bond discount and expenses............ Pe ok ee aeons 
$5,636,234.29 $5,636,234.29 











THEORY OF ACCOUNTS 
Thursday, November 9, 1944—9 a. m. to 12:30 p. m., only 


Read and consider carefully each question before answering. Write your answer 
clearly and concisely, being particular to express your own knowledge, for on that is 
based the rating. If you wish, you may cite or quote authors in support of your answers. 
Designate each answer by number and check (V) number on question paper, but do 
not rewrite the question as part of your answer. 

Do not sign your name to the paper. State your examination number. 

Answer the questions as directed under each group. Papers entitled to 75 
or more credits will be accepted. 


Group I 
Answer all questions in this group. 

1 Should turnover of inventory be based on the inventory at the beginning 
or at the end of the period? Why? 

2 Define controlling account and give five examples. 

3 Prepare a list of five comparisons the plant manager should use in order 
that he may properly control the business. 

4 Should fixed assets at the branch offices be carried on the home office 
books? Explain. 

5 On what basis should depreciation of plant and equipment and amortiza- 
tion of development expenses be shown on the books of a mining company ? 


Group II 


Answer five questions from this group. Indicate the questions answered by a 
check mark (V) placed at the left of number on question paper. 
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6 What are the main points of difference in the accounting systems of a 
municipality and a business organization? 


7 What entries are necessary to reflect self-insurance on the books? 


8 a Give six reasons why a trial balance may be out of balance. 
b What types of errors may not be disclosed by a trial balance? 


9 Explain at least three methods of admitting a new partner. Illustrate 
your answer with figures. 


10 Explain briefly (a) single cost, (b) process costing, (¢) job costs, (d) 
terminal costs, (¢) multiple costs. 

11 Describe the operation of the retail method of inventorying. Note its 
advantages, if any, over the cost or market method. Does it meet all require- 
ments for preparing financial statements and tax returns? 


12 Describe four methods of distributing departmental plant overhead to the 
manufacturing costs, stating the conditions under which each method should 
be used. 


PRACTICAL ACCOUNTING—Part II 
Thursday, November 9, 1944—1.30 to 6 p. m., only 


State your examination number on each sheet. Do not sign your name. 


Consider carefully each requirement of each problem. Designate each solution 
by number. Consider technic and neatness as carefully as mathematics. 


Answer the questions as directed under each group. 


Group III 


Answer one question from this group (15 credits). Indicate selection by a check 
mark (V) placed at the left of the number on the question paper. 


5 Prepare a statement showing details of the joint account. 

Plant & Company and Edwards & Company agreed to ship merchandise to 
South America on joint account. Edwards & Company gave Plant & Company 
$1,200 in cash and their acceptances at six months for $3,000. Plant & Company 
were to provide any additional cash required, were to manage the venture and 
receive a commission of 2% for services. Profits are to be divided equally. 

Plant & Company paid Smith & Greer for merchandise, $5,000, and sold 
Edwards & Company’s acceptances for $3,000 less 2% discount. Plant & 
Company prepaid freight, $420, and insurance, $60. In due time, Plant & Com- 
pany received from South America an account sales for merchandise and a draft 
for $3,200, out of which Plant & Company paid bills of $3,000. 

Later Plant & Company received a draft for $3,100, the balance of proceeds 
of sale of merchandise. The joint account with Edwards & Company was closed 
and a check for the balance due them was paid to Edwards & Company. 


6 John Doe starts in business with a cash capital of $15,000 and receives 
from a manufacturer $45,000 worth of goods on consignment, subject to a dis- 
count of 5% when he pays for the goods. 

He sells all of the goods for a total of $60,000 and receives $44,000 cash 
from his customers, allowing them $400 discount and $1,200 for defective goods, 
which he returns to the manafacturer. He pays $2,100 for freight, of which 
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$1,400 is chargeable to the manufacturer, $900 for expenses and $37,950 to the 


manufacturer. 


Prepare account of sales to be rendered to the manufacturer with the final 


remittance, balance sheet and statement of profit and loss. 


Group IV 


Answer one question from this group (35 credits). Indicate selection by a check 


mark (\) placed at the left of the number on the question paper. 


7 Required: Adjusting journal entries and work sheet for the preparation 


of the annual statements 


The Triangle Fertilizer Company manufacturers and sells chemical or com- 
mercial fertilizers for staple crops. As one of the principal ingredients of 
chemical fertilizer is acid phosphate, the company also manufactures this 
commodity, of which, part goes into its own fertilizers and part is sold to other 


manufacturers. 


The trial balances and data as to inventories at December 31, 1943, and 
methods and practices peculiar to this company and this industry are given below. 


Acid Phosphate Plant Ledger 














(None on January 1, 1943) 
Screened and bagged goods, none, On hand January 1, 1943, none 
DETR MG SLOCKOC MUU “YEON 6 5si5c.s sees Co b08 hoes aaR an cdawek 
POI VATA IIMA oe a on ccc see em Ota based fa ek Lee wae nce mares 


730 


Inventory—raw material (January 1, 1943)................... eh | | a iar 
mn AM RIES PROPRIO oo oo, 8 Sowa e ale tse died aes 0-6 0% es teleales are ee a 
OEE ae SO DAN a ee Se aN Lt kA See RR Rw, yt ieee 2 ea 
RN a Rae Irie Eee eal CAT gis'y’ p 14 Lea a ARR fae: Oo OS 
SOMMER AOE: VOOMATG 55550 9 0215, 0's)5siacaaee GN SGia's FO oe KaTerounee oe CE a ere & 
‘axes paid on: acid ohosphate plant. sso... 05 6 cise tvs | ere 
Insurance paid on acid phosphate plant .................... Le es 
RORNNNMEINE PRUE I as cha ax, Ak Piva ARG tsk WS kee Se ee eaaleee eo MeRee ts $71,100 
$71,100 $71,100 
On hand, December 31, 1943, raw material (at cost)................06. $11,500 
Acid phosphate delivered to fertilizer plant.................0.ceeeeeeee 8,000 tons 
Acid phosphate delivered on sales order ............ cece ecceeeccceees 2,000 tons 
Acid phosphate on hand December 31, 1943, none. On hand January 1, 
1943, none 
Fertilizer Plant Ledger 
Inventory—sundry materials (January 1, 1943)............... 20000. - saws 
PetaTaIOY 5 DA REOTAMID RCEIIOG | «aS <a ciate i008 -\ plblcrs Biee™ ca saueese TOGO SF PO Mawes 
Inventory—acid phosphate (January 1, 1943)—none 
Acid phosphate received (8,000 tons) 
LEONEAN BIND BUOCUTINGY on os. 5.55.0 0icic'e sieroid nies 6 40d biate piele'es DIN eo aoe 
Labor—screening and Dag@ging ..........65. 2 ccc cc cc cence Ce sn oes 
SECT AMRAN GO ORG CIOCMIBE 0555 os do.0 6's coSs vces's toads vee S| ee 
Power—screening and bagging ..............ccecccceesccees iD 1) rrr r 
MIAME TOL MRROIEE, 6.555 diawis- so ose oe ee eo oe sk RE Date IN RE NS re 
eee OT Ue Ti) Es ae a ary oe 
PHSUTANCE MAG ON TEPHUZED PIANE 6 6. o:.5 <8 6500s swe tc. os vee cules 1 | am 
SUREMENTS oY oop oSk as «nies ao4.s Rie ooh in ton muh Alea OTL ee ee $239,050 
$239,050 $239,050 
On hand, December 31, 1943, sundry material (at cost)................. $6,000 
ARON RINMEEEINNI 85 5195, 6: og 6g Ss or 9 <Soacacke bb pase oe, FBTR SIGN gs Galera We aa ies 1,000 tons 
MEA NCL MUCCLE TE OER "5.0 Cale) 0' sis 0: nw 2 vO S mine sarnialecina. Sites EM Giwhin Sess 3,000 tons 


18,000 tons 
15,000 tons 


December 
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General Ledger 


Acid phosphate plant: Buildings. 2: > ico ce cen du cceclccme Kere S$ 2G. = = ees 
Miaehitety oo. a iseiceder seas eee SAGe SS ae 
Fertihzer plant: Buneiaes 6 oi. fs oect an Soe pce oh edcecansee yi |) cae Prag 
MEBORMIEI (505% via « helena po eee vie es sae eae SEINE i ihe 
PURI eee aS hk OR Soi ane hg chia Nia ab AT CPEs OREO Oe ai 1 Oe 
BisPristute: Gee SRRUMT OR m2 ann sick 03k crae 5 eel neta PRE es Ra wee |, RE FF 
EE) NOR SS REE ROR (a Pe eR err Rn aA Tai 232 LC” es 
PCB OER TORINO. oe k.. oie hc ee Fe ae Datbin b ae eg we eek oe Sener ee 
Pas NASM te OMNI Bog 5's S's, 3 ood ote aGiS Ae OR OE Se ele be ET Ra Aa POU SL avaeee 
General and administrative expense 7........0.-ccecscdovees eS 2 Oe 
Superintendent of manufacturing—salary ................-6. PL SR a 
ACHONY OMe MOOR 5.5 <.5 cisiad asada haa elew alas oe Steere Ghee’) Po Sea 
MOGOE AE NIE NOTICE io Sos aie eleccse'e cc Bein 's toa S wae Ree eeee Tite, Ye 
RIGURPO EL NEI aod 50% oe icc te oes hee Pa Ronee See 7. Ree 
Aci phospnate plant ledeer ... 00.55. :,4.sitaipos ces Baeeesice nee he (i | i oS 
Wettsieete Mat ROG@OY <>... 70's a0 sft ons Hale oie Cea Oe 75): | rie Ce f 
ER CUPI 2c oe ind Sas 0 dc ORL yo a ee eae eee wanes $ 20,000 
DRORCR MME ngs SS as 3g one oes RAD Ode he bid ie sag ae aaa 100,000 
SUG CMI TIMROO orang brs. 222. otis erate Wace eR aE ea eae bE ER 300,000 
ORIG -AC IEE aN MOINAEO a Sra sso ys ccgcitis Sem ewalels sie ihe Mimeruane ame Tl oeaaeeetelets 17,000 
Reserves for depreciation: 
Acid phosphate buildings (January 1, 1943)................ 0 sevens 2,000 
Acid: phosphate machinery (January f, 1943)... 0 .666...6005  eteeee 14,000 
Berulizer ‘stant (raniary- 2, LOGO): ces otis x60 0% 05 cslon sinte S00 aloes 5,000 
Fettiizer: machinery: (January! 1,- 1949) o.is.e 52h. Si attenses oeonees 6,000 
Furniture and txtures (January -1,\ 1943) ic 35. 5g 00s aces. eer wie 1, 
Reserves for repairs: 
On. acid phosphate plant (January 1, 1943)s 2... dee eee 8,000 
On-tertsimes plant (lanvary 1," 1980S) rs oe tee case o cans 2,000 
Catal EBB E A ics aa oo Ee le A ED te cae) Gana 100,000 
SOUS os ch sick ad bo Shae erg. oa Ae a Pe ale Te kone 39,150 





$614,150 $614,150 





(1) The two plants are under one superintendent and all details of pay roll, 
formulating, etc., are handled in one factory office situated between the plants; 
otherwise all operations are separate. The company considers that 34% of the 
superintendent and factory office burden is allocable to acid phosphate, the 
remainder to fertilizers. 

(2) In the fertilizer plant the product goes through two successive pro- 
cesses: first, the raw material is milled and stocked in piles; second, the stocked 
material is screened and bagged. Some time may elapse between the operations, 
the second being applied only when goods are to be shipped out. 

(3) In order to equalize repair charges over the years, 30¢ per ton is set 
up as a reserve for repairs in the acid phosphate plant for each ton made and 
considered as an item of cost. Actual expenditures for repairs are to be charged 
to the reserve so created. The reserve entry is made at the end of each year. 

The same method is used in the fertilizer plant, the rate being 10¢ for each 
ton put through each process or 10¢ per process per ton. 


(4) Depreciation rates are: 


Acid phosphate buildings ..................- 3% 
Acid phosphate machinery .................- 10% 
RROCtiizer DUUEINRE: cae» oe « odlck apie cee te ears 5% 
Prertihber SASCHIRELY 5.6.0 'e55.0.6.5.6,5. outs ose See MS 5% 
Prurtiture and Setures 5. oi.cce. Sercwcenesemen ¢ 10% 


(5) In case it becomes necessary to prorate any charge or burden between 
the two processes in the fertilizer plant, it is to be done on a tons-per-process 
basis, the charge per ton being considered equal for each process. 
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(6) General and administrative expense and general office expense are not 
to be considered as elements of production. 

8 Required: Adjusting journal entries and work sheet for the preparation 
of the annual statements 

The Service Corporation is engaged in rendering a professional service to 
business organizations. The operations are by departments in charge of mana- 
gers, who receive nominal salaries plus a share of the net profits of their respec- 
tive departments after allocation of the general overhead expenses but before 
Federal income and profits taxes, which may be ignored. The agreement with 
the department managers provides that the general expenses are to be charged 
directly to the operating departments, wherever practicable, and the remainder 
allocated on the basis of the gross revenues. The managers of the depart- 
ments and their respective shares of the net profits are as follows: 


Manager Department Percentage 
SOE GS Sats 2 aa clas Pas cies esate Pen aitieieienvca taltah wt de ce ewes 40 
SREMIAS Ova Ass hk fe sore eso Swe t RAR eS Soro eens 10 
INNS ig so Six at's aca pete a boa Oe | EE Sete er 35 
LS ERS OR OR Mens Ste Ra Ei iile ember sa bts bau copheeate 7.5 
BNE 5 oo ikc oe ticnegevaneoween Br ee KE i oe ree a 17.5 
ROME Sacks ols Rak ities oC o ae OS owtete bs bn wie ciple slot ate Rn sas acm eit 50 
UMMM og in. coon puih acore dataern es biean Roe Ans cae s teeth eens 10 
RE oo Gols cy c's + uslentomn tale ERO kw dw a bres os tn hate es 45 
MYON toc oo fate: cae lee os Oh Bee orca ee etek delenit 5 


The merchandise inventory at December 31, 1943, amounted to $19,500. 
The costs on unbilled jobs on December 31, 1943, were as follows: 


Department 
Cc 
EER Se ota ike ee, $1,000 $ 500 $1,000 
PTE Re ara ee 200 100 10 
MEER LE io oa ads ie Centers 250 400 





$1,450 $1,000 $1,010 





Depreciation is to be computed at 10% per annum on the closing balance. 
Unentered bills payable on December 31, 1943, were as follows: 


Department 
A B C D 
INE ean errors <tr ec dk pee nate is 2e $ 500 es in dts 
1 EARS ETE Re OR perenne pI hs EIA ARS Pet $2,000 $1,500 $ 600 
NE Tn Nag inns gard cnrcikis Fike panne pen Sree 400 200 50 
PEMPCMONIISG JOUTONASES 64.5525 oa bees bee ese 1,500 wate le apes 





$2,000 $2,400 $1,700 $ 650 





Your examinatior® of the accounts receivable shows uncollectible accounts 
of $375 for Department A sales and another account with a $500 balance. You 
are informed that the client disputed this charge and a corrected invoice was 
rendered for a lower amount, which was paid, but the account was not adjusted. 
This bill was rendered by Department C. The accounts also show that Depart- 
py D has received cash of $3,000 in advance for services to be rendered during 

944. 
A study of the outgoing telephone calls for a test period shows as follows: 





PAD AMUSING IAG «5 cls. 5 Se bsuistes score Se wie aie bc ore 10% 
SPOMMTTIRBMC SIS 6... 5. .inlchhaanwisei a. ohn othe. 30% 
SRE MURMRNE ASS oi!) ong) CA alee Mths nea dies Mek ws 15% 
SPMIRICRIEMED 66% 6.004 sits ass 0 vig st Pa Reems 5% 
ET ER Rn ip Aa a nie gage SE 40% 

100% 
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The floor plan indicates the space occupied by the various departments is as 


follows: 





ewaverneet: Ay <..:ss'es so ve cto as Read Ue ewe menaan 20% 
Premantesent: TS... 02 os onc se aadtons suas seeees 35% 
Prepestment © a's oso. boa es ee dtaw oo iseeiee 15% 
Plenarthient) Ty ois sancde ns snton whoa ener 10% 
RROD so cpa © ake 0c b Oe ara ein Mowe ya.ne gi rears 20% 

100% 


The gross receipts tax is based on 1/20th of 1% of the previous year’s gross 


revenues, which figures are not available. 


The fire insurance premiums are for a 3-year period beginning January 1, 
1943, on both merchandise stock and office furniture in the respective amounts of 
$15,000 and $10,000. The liability insurance premiums are based on the salaries 


paid for the current year. 


The legal fees paid represent a retainer fee of $500 and an item of $250 


paid in connection with a contract obligation of Department B. 


The Parcel Post and Express account relates mainly to Department A and 
it is agreed that 90% shall be charged to that department and the balance to 


general overhead. 
The trial balance at December 31, 1943, follows: 


Casini Range crs. occ ies genase pasa leer coat eae aee $12,000 
PREG yi CORI ceo ds esl cnn 06 os chnie's weg eos Cuties Hohee Sn 500 
AGCORNES “TRCORUN IO 5.55 ces Cccew ee dhened cen Whee Matin 25,000 
Inventories of merchandise, January 1, 1943................. 15,000 
Chee SUSIE GNA HALULES.« 6.0\c.c. 0b diacs ke oo mae saw e cea ewane 10,500 
"rth ts UNRRERIAR NU cece 6oh4'a.d Sam icin Moana MRO oe eee 10,000 
Manawera, (rawitier SCCOUNES.. 5. oce:c. sc cicvactweveheneieteine 22,500 
PLCRPMORD CAMER Ces cceriiacclchis «vies So celatae "Cg su: ooheink DOW aw eie's He |e 
POE MOE WEES oo oo Ca haces 0 0 6 'b0'e Sole wORN 4 Agee eee es Keele Lee 
PUCCEGE CRRTIBOG 506g 255.055: 50 0 o's: WS Sloat peared bine Ways Wore a ae 
ROGCENA Sor CDRCEIATION |... c-. 5 55<.0ns 1b Rewer pee enle beta eke 1h amen 
CAPEGG HORNER oro) Ste Esa sichs: cd,» dco'o-g, oo: weerategie alata SUN Die Sai eee ery 
RN TON ciao 14:0 Ss 60-06 0:e,.6, wee 0 Wake ORS ee Dewhe ecler en nen eee 
BURA OU IN cia ois eos, on alate CER Oe RAE ER ee dea Oa aaa eel nae eae 
Department A: 
(COUT Mn ea Se a Pde re eye sy Mee es ok Tt) 
SMR) Gretel te sink are Aw Ss Mia a Saw Seed oa 12,000 
CRUE ER  COBEG. iiars eos 'o nicks p eines SOR Odin dice epics 2b eC ae eee 
IMMER ha) 0s, oO sis gr 0r09.0:5' worn. aud wie ela anaes wi ae eS 
ye SIRES A Rad SoA niyo cay Tome gs Se AEBS mir se A 100 
COMDEHSANG IMBUEANCE. oi i 5 6-5 8s 5 ead ba ees oe Oe 100 
CO AIO DOMES os. 5 bin oe sss earn wie batten atlaletneinle os 120 
Unemployment insurance taxes. .......0..cccecserceene 360 
PEI MRINIRIN Fone 55 5. fe, cu hin\Cn 6 wiehaiw boleh beak aa 600 
WERNER: nec Sars a sinle's cae cd Uae AO Ee ae Pek de Pe 720 
Meérehancise DEPCHASES ©... ods cis od ices es ces ndeemarenee 35,000 
PRUIRINEE sw hac Saw his hoe oe Saba e Pea Seah eee Un eae 1,000 
Departmenf B: 
MOBUONTINE: 9 Ss SOR Dicks Aleve ow Law me ea She Wie tie ed red aan Cee 
MEE tacts oid <6 ARN ems ov od RTE SY een count 24,000 
CRATER . COREG 65.3 ie 3 Oars Shs wee ea eas amet e eae 30,000 
RU RN er Sco le ergs iktaial soo a Silda, ceetee ocala alta er aa 1,000 
RGM ee SalelG ces eciints cescie s 008 cei h Oks ae Late 3,500 
COMmneinantiGn: INSULANICE® 6.06 osc saws aacine cable tacos camer 300 
CFE aee OTIOTEER CAKES oo. 6 6 0.0. 6.asd 8 Se Peeve dace Ces me hae nee 200 
Unemployment insurance taxes, . 05.52 65 6.62.3 0s chines 600 
PROIMATIONI NE - 5 hs. 0-3-0 0eaiodg JN hs. ORS BNO ORO. ke COE. 1,500 
WEIAGOHMOTOOUA® 4 ic b5 so o-v.c-0 00 esas vem sla an eran s eee eee ee 2,400 
RESCATEN: CHDOHOERS oigi's oc. ic. Le Su ee eRe eo mead 1,500 
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Department C: 


Revenues .... oh ae eee are ica Mad cag Od alive sae a 75,500 
Dee AE ae obs Sete, 0 Crags iee a a Le oe Mens tS POF ee se 
RENN EMS ES eh hc ais tdiste phelps AA ae Fico Vin ee eae Cee Ne Rae 
Material 5 .....< Bois ote hic tsi, bg bon a Buea ace ae es 3,000 rr 
HT ae ey ee br Pee Arming AP de 3,400 
RO UORTION ABBUTANGE. =. 656.0% sac cac pe oo ce cv écalocs vo ok ES ne Pa 
URINE CIDR S COMER 65 a5 oc ode said eS wet ona ibd wanes bee oC PCIe AF «Se arte 
Unemployment insurance taxes............2.0cseeeeees Ue ee ee 
SIMAREI AIR HUF ate, oct 52 6G ost oS iaengie Oadn hee NE SR teees cE eo 
PMMNUMNINSEIE Fen CRN EG SEs, nL wnadlwny ashe ates gre 8 bine ahs oe Oo Bs ee ek 
Department D: 
OWNS rg ahs Si aks oo a ge eh fia aa toustn gis eteaing wa gi al CARES 48,000 
RR AL CA ete Nae ee aN ee EGER Set ra Be 6 a, Bees 
NE DAS an ae ee ER OU nV Se) ae 12,000 - aioe 
I Te Gila gis nas. sh arnse in Wb 5 ord Sw noe blatelghs i ketrela wae = (1 ai. i ky Ses 
Rae a ohn age See, SAT shee is se on aS 8 CREE cee 200 tras 
SON GATIGN  TIBITAICE 5 6.0254 oie ba, 6 ies Shei ccie Deale cs os Bete he Osan 
Die TIIOIRCR HOMES 0s ocd Suna cays sen euewes ola iia ee fae ibs Se 
Unemployment insurance taxeS..............ccccceeces oT ee ae Ma 
RMSE 52 aigh filets Sabres 4.542 SORE ES AG wea aes a ani 
RAGING SOs Secs 2S 0 Rleale's o's Sse oars SARS | aaa ae et Ei any 
General Office: 
SS EN a ee Oe, eK Stee eae aT 1, | Sl ace ig aN ek 
POR EMAD RM COONMIOIS ooo 155 o's 's. 00.0 015-6 BW bb’ ss talons ed hte Es a 
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COMMERCIAL LAW 
Friday, November 10, 1944—9 a. m. to 12.30 p. m., only 


READ THESE INSTRUCTIONS BEFORE WRITING YOUR ANSWERS. 


State your examination number on each sheet. Do not sign your name. Designate 
each answer by its number, in margin at left of ruling. Do not rewrite the question 
either wholly or partly in your answer. Consider each part of each question before you 
write your answer. Write legibly. State answers clearly, completely and concisely. 
File sheets of your answers in the serial order of the questions. 


Answer the questions as directed under each group. Papers entitled to 75 
or more credits will be accepted. 


Group I 
Answer all questions in this group. 


1 a Adams leases a store for business purposes from Black. He pays Black 
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an annual rent of $5,000. Adams also pays a tax against the land and 
building amounting to $500. What amount would Black report as 
gross income for Federal income-tax purposes? What deductions 
should Adams and Black take? 

b On January 2, 1943, Jones paid $10,000 for a house, to be used as his 
residence, on which a bank advanced $4,000 as a first mortgage. He 
moved into the house at the same time. During 1943, the city levied 
a special sewer assessment of $475, which he paid during that year. 
Jones also paid $200 interest on the first mortgage, property taxes of 
$300, insurance premium of $50 on the residence, painting and other 
repairs $100. How may these items be treated for Federal income- 
tax purposes? 


2 a Abbott gives his note to Brown, no interest being specified. Brown 
adds thereto a provision for interest and conveys the note for value 
before maturity to Coffey, who takes it without notice. Can Coffey 
enforce the note against Abbott for principal and interest? What is 
Coffey’s position? Discuss fully. 

b Andrews, holder of a note on which there are six indorsements, strikes 
out the second and third. Therafter he sues Hanson and Young, 
who are the fourth and fifth indorsers respectively on the note, which 
has been dishonored. Can he recover? State the rule. 


c Anthony drew a check on the X Bank for $1,000 and delivered it to 
Belton for value, who indorsed it to Collins for value. Collins had 
the X Bank certify it. All transactions took place in a reasonable 
time. The day after the certification, the X Bank failed. Anthony 
and Belton both have ample means. What is Collins’ position with 
regard to Anthony, Belton and the X Bank? Give reasons for your 
answer. 


3 a Allen loaned money to Bass on Bass’s promise to pay to Carlton a like 
amount which Allen owes to Carlton. 


(1) Can Carlton recover from Bass? 


(2) What principle of law is involved? Explain. 

b Austin entered the employ of Bell under an agreement to remain for 
one year at the annual salary of $3,600 payabie semimonthly. After 
working for seven months, Austin was offered employment by Curtis 
at the rate of $5,000 a year. Austin informed Bell and notified him 
of his intention to quit at once unless Bell paid him the said rate. 
Bell said, “I am in need of your services and can not afford to let you 
go. If you will remain with me, I will pay you the additional 
compensation at the end of your term.” Austin said he would 
remain. At the end of the year, when Austin’s term expired, Bell 
discharged Austin and also refused to pay him the additional com- 
pensation as he had agreed. 

What are Austin’s rights under the Law of Contracts? 


c Name and explain at least five simple contracts that must be in writing 
to be enforceable under the Statute of Frauds. 


4 a Ina fire-insurance policy, what does an 80% coinsurance clause mean? 
b What reason is there for such a clause? 
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c A merchant has a stock of merchandise worth $10,000, on which he has 
a fire-insurance policy for $6,000, with an 80% coinsurance clause. 
Fire destroys $4,000 worth of his merchandise. How much insur- 
ance can he recover? Explain. 

d Is a contract of fire insurance assignable? Explain. 

e Is it necessary that the person named as beneficiary in a life-insurance 
policy have an insurable interest in the life of the insured? 


5 a A stockholder of a corporation indorsed in blank his stock, which he 
delivered to a bank to hold as collateral security for a loan. The 
stock was in the name of the stockholder on the books of the corpora- 
tion. The corporation had notice of the pledge. 


(1) Who has the voting rights on this stock? 


(2) Who is entitled to the dividends? 

b Arnold, an employee of Bays, stole from Bay’s safe, to which he had 
access as an employee, a certificate for 100 shares of stock which 
Bays had indorsed in blank. Arnold sold the stock to Cain, from 
whom Dodd purchased the stock in good faith. The corporation had 
transferred the stock to Cain, who appeared on its stock books as the 
owner of record at the time of purchase by Dodd. 

What are Dodd’s rights? Explain. 


Group II 
Answer five questions from this group. Indicate the questions answered by a 


check mark (V) placed at the left of number on question paper. 


6 Define and explain the following terms as used for Federal excess-profits 


tax purposes: 


a Excess-profits net income 

b Base-period years 

c Average base-period net income 

d Invested capital 

e Excess-profits credit 

f Specific exemption 

g Adjusted excess-profits net income 

h What is unused excess-profits credit ? 

t What should be done with unused excess-profits credit ? 


7 a Can a paper or document not executed as a will be incorporated by 
reference in a properly executed will? Explain. 

b What is an attestation clause in a will and what is its importance? 

c What laws govern the distribution and succession of property of an 
intestate decedent who owned personal and real property in several 
states ? 

d What are the duties of an executor? 


8 a The law of what place governs the payment of interest ? 
b Is interest allowed on unliquidated open accounts ? 
c Is interest allowed on an “account stated”? 
d When does interest begin ? 
¢ When does interest stop? Name three situations or instances. 
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9 a What classes of fixtures installed or furnished by the tenant are gen- 
erally held to be removable by the tenant or his representatives? 

b Within what time must a tenant’s right of removal of fixtures be 
exercised ? 

c Arthur leases land from Baldwin for one year and erects a building on 
it for business purposes. At the expiration of the year, the lease is 
renewed for three years. The second lease is in writing and does 
not mention the building in any way. Before the expiration of the 
second lease, Arthur, desiring to terminate his tenancy, wants to 
know his rights to remove the building. Has Arthur the right to 
remove the building? Explain. 

10 a An insolvent partnership agreed with creditors that the business should 
be continued under the supervision of a managing committee desig- 
nated by the creditors until their claims were fully paid off out of 
profits. Are the creditors who are parties to this agreement liable as 
partners to the new creditors of the continued business? 

b The partnership firm of Altman, Berkley & Calvert became bankrupt. 
Among the claims presented was an unpaid income tax due the 
United States by a partner, Altman. The tax was based on income 
he had received from the partnership business. Is the United States 
entitled to payment out of the firm estate in priority to firm creditors? 


11 a What are the duties of the depositors to examine returned checks and 

what is the result if they fail to do so? 

b What are the obligations of a depositor to examine bank statements of 
his accounts? 

c What is the legal effect of a bank’s certifying checks of its depositors ? 

d What is the bank’s liability on certified checks ? 

e When does and when does not certification of a check discharge the 
drawer? 

12 a Arms is trustee of the Jones estate. He appoints Bush his agent to 
perform his trust duties. Bush fraudulently misappropriates 
$1,000 of the trust funds. Arms, the trustee, is sued for the 
amount. ‘ 

(1) Can Arms, the trustee, delegate his trust duties to Bush, his agent ? 
Explain. 
(2) Is Arms liable? Why? 

b What is. an auctioneer ? 

c Whom does an auctioneer represent? 

d Name some of the implied powers of an auctioneer. 

e Name three limitations to the powers of an auctioneer. 
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THEORY OF AUDITING 
Friday, November 10, 1944—1 :30 to 5 p. m., only 


Read and consider carefully each question before answering. .Write your answer 
clearly and concisely, being particular to express your own knowledge, for on that is 
based the rating. Avoid quotations from authors. Designate each answer by number 
and check (V) the number on the question paper, but do not rewrite the question as 
part of your answer. 

Credit will be allowed not only for accuracy of answer but also for technic. 

Do not sign your name to the paper. State your examination number. 

Answer the questions as directed under each group. Papers entitled to 75 
or more credits will be accepted. 

Group I 
Answer all questions in this group. 

1-2 When enaged to certify a balance sheet, (a) outline your auditing 
procedure with reference to each of the following, (b) State how you would 
display each in the balance sheet : 

(1) Reserve for income taxes 
(a) For an interim balance sheet 
(b) For a final annual balance sheet 
(2) Reserve for bonds sinking fund 
(3) Reserve for contingencies 
(4) Reserve for restoration of leased property 
(5) Reserve for postwar rehabilitation 
(6) Reserve for depreciation 
3 In the usual examination of the books and accounts of a commercial con- 


cern of medium size, state briefly (a) what the auditor is ordinarily qualified to 
pass upon, (b) what lies outside his field. 


4 In addition to the usual audit procedure, what investigation would you 
make as auditor engaged to make the first audit of (a) a corporation, (b) a 
general partnership? 


5 a What safeguards exist against padded payrolls? 
b How would you use these safeguards as precautionary measures in 
conducting an audit? 


Group II 

Answer five questions from this group. Indicate the questions answered by a 
check mark (V) placed at the left of number on question paper. 

6 In closing the books at the end of a season of a seasonal business, such 
as a dry-goods business, discuss from the auditor’s viewpoint your handling of 
invoices covering purchases and expenses for the next season’s business. What 
precautionary measures should be taken? 


7 Name five misconceptions held by many of the general public regarding 
the position, duties and responsibilities of a certified public accountant. 


8 To what extent is it an auditor’s duty to concern himself with the validity 
and legality of transactions coming within the scope of his audit? 
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9 ‘A committee of creditors engages you to audit the records of an individual 
engaged in the business of real-estate operator, who is suspected of issuing bogus 
mortgages. The available records are an obviously incomplete cashbook, practi- 
cally all of the cancelled checks, certain bills, vouchers, correspondence and a 
partial list of properties and mortgages owned, covering the suspected operator’s 
transactions. 

State in detail your method of procedure to ascertain the extent of the fraud 
and the disposition made of the funds. 


10 Auditing procedure recognizes certain distinctions in the following 
types of engagements: 
a Application for a bank loan 
b Suspected misappropriation 
c Bond-issue flotation 


In each of the above types of engagements, outline the important points of 
difference in the auditing procedure for each of the following items: 


(1) Cash on hand and in bank 
(2) Accounts receivable 

(3) Capital assets 

(4) Statement of profit and loss 


11 When engaged to make a detailed audit and completely vouch all trans- 
actions, state what you consider satisfactory substantiating vouchers for each of 
the following: (a) cash receipts, (b) cash disbursements, (c) purchases, (d) 
return purchases, (¢) sales, (f) return sales, (g) journal entries, (1) petty cash 
disbursements. 


12 You are engaged to prepare a balance sheet and statement of profit and 
loss for credit purposes as of June 30, 1944. You find that a war contract was 
cancelled prior to the audit date. You commenced this audit in August follow- 
ing the closing date. You find that the client has charged to accounts receivable 
and credited to contract sales certain items of cancellation expense, viz, an extra 
week’s separation wages and transportation expenses of employees laid off prior 
to June 30th. You also find some work-in-process inventory covering the 
cancelled contract upon which $8,000 was expended subsequent to June 30th for 
labor and material, etc. You find that the contract is not clear as to the propriety 
of the lay-off wages and transportation outlay as proper cancellation expenses, 
and the management agrees with you. There are also some special material and 
tools in the raw material and supplies inventories, that were special for this 
cancelled contract. What problems do the foregoing items raise for‘the auditor 
in presenting the financial statements, and how would you dispose of these 
problems ? 
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IrvING RaskIN, author of the article on Bookkeeping 


Education in New York City High Schools is 
serving at present as Chairman of the Depart- 
ment in Accounting and Law at the Girls 
Commercial High School, Brooklyn, New York. 
He is a graduate of the College of the City of 
New York and Columbia University and holds 
the degrees of A.B. and M.A. He is a past 
president of the Commercial Education Asso- 
ciation and of the Association of Accounting 
Chairmen. He has served as Chairman of the 
Standing Committee in Accounting since 1940 
and is now Chairman of the Curriculum Study 
Committee of the C.E.A. He has ‘written nu- 
merous articles which have appeared in profes- 
sional publications. 


NorMAN E, Wesster, C.P.A., author of “What Is A 


Public Accountant?” has been a member of the 
Society since 1911, and is a partner of the firm 
Webster, Horne & Elsdon. He received the 
A.M. degree from Union College and the LL.M. 
degree from the National Law School, Wash- 
ington, D. C. He is a certified public account- 
ant of Michigan and Connecticut, and at pres- 
ent is Chairman of the New York Board of 
Certified Public Accountant Examiners. 
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The CCH Federal Tax 
Course comes in hand- 
some 81/2"x10" durable 
binder, semi-flexible. 


@ Here is a practical ready reference and training course in federal 
taxation. Here is a plain-spoken explanation of the outstanding 
federal taxes as imposed by the federal revenue laws — with 
emphasis throughout on federal income taxation. Actually every 
angle of federal taxation, including the new Individual Income Tax 
Act of 1944, ‘‘pay-as-you-go,"’ income tax withholding, capital 
stock tax, excess profits tax, declared value excess-profits tax, gift 
tax, estate tax, and excise taxes, comes in for understandable ex- 
planation and discussion. Not a book, not a loose leaf service, this 
is a Course especially designed to make it easy to become familiar 
with the “‘ins'' and ‘‘outs’’ of the federal tax system — how it has 
developed — what it is today. Stems from George T. Altman's 
.popular work. 


@ Each Tax, Each Taxpayer — Individuals, Corporations, Partner- 
ships, Estates and Trusts — whatever the tax, whoever the taxpayer, 
if it is federal taxation and belongs in the Course, it is covered here, 
specifically, definitely. Over 500 illustrative examples and calcula- 
tions make plainer just how the federal tax laws are actually inter- 
preted and applied. Current filled-in return forms, and pertinent 
Code provisions provided, plus a wealth of “'real-life’’ background 
from actual tax practice all contribute to supply everything neces- 
sary or helpful for an everyday, working knowledge of federal 
taxation. 


COMMERCE, CLEARING: HOUSE; ING,, 


‘PUBLISHERS OF TOPICAL LAW REPORTS 


NEW YORK 1 CHICAGO 1 WASHINGTON 4 
EMPIRE STATE BLOG, 214 N. MICHIGAN AVE. MUNSEY BLDG, 
























"| hear the wars practically over...back home !" 


paneniers it’s only natural for us here at home 
to feel that the war’s almost won, the way 
the good news has been pouring in. 

But the war’s not over for him—not by a long 
sight! And he’s just one of a few million or more 
that will stay over there until they finish the 
bloody mess. Or kill time for a few months—or 
years—in some hospital. 

What about you? 

This is no time to relax. No time to forget the 
unfinished business. It’s still your war, and it 
still costs a lot. 

So dig down deep this time. Dig down till it 
hurts, and get yourself a hundred-dollar War 


Buy at least one extra $100 War Bond today ! 


Bond over and above any you now own—or are 
now purchasing. This 6th War Loan is every bit 
as important to our complete and final Victory 
as was the first. 


Don’t “let George do it”— get yourself that 
added bond, help finish a magnificent job right. 
The quicker you reach down deep, the better you 
do your job for war, the more you’ll contribute 
to ending the fight. And the quicker they'll come 
back—the guys that can still be killed. 


After all, you’re safe and 
sound and home. That’s worth 
another hundred-dollar bond to 
you, isn’t it? 





THE NEW YORK STATE SOCIETY 
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’ READY IN DECEMBER: 
MONTGOMERY'S 


Federal Taxes on 


Estates, Trusts ane 
Gifts 1944-45 


READY IN DECEMBER: 
LO) BECTO) 12: ean 
Federal Taxes on 
Corporations 
1944-45 





oe you up-to-date asin previous issues 
on the application of the federal estate tax, 
gift tax, and those features of income tax which 
are peculiar to estates and trusts. 


The Guide to Estate Planning 


The 194445 issue of this famous manual continues 
to lay emphasis on intelligent estate planning — 
on what can and cannot be done to ease the tax 
burden by reducing both estate and income taxes. 
This is th> feature which attracted such special 
attention last year among tax accountants, trust 
officers, and estate attorneys — and is one of the 
many which mark Montgomery’s book as distinct 
from anything else in the field. 


deer important problem has been reconsidered in the 
light of developments resulting from the law as amended 
to date and from its administration. On any legal or ac- 
counting question, the effects of federal income tax, gift 
tax, and estate tax are coordinated for you. You see the 
bearing of new regulations issued in past year and of leading 
decisions on which you want to be posted. 


Throughout, you have inter- 
pretation and advice rooted in 
the experience of an organiza- 
tion of lawyers and professional 
accountants who in years of prac- 
tice have handled estate prob- 
lems for thousands of clients. 


Please Order Now 


LL year through, you'll use 
A Montgomery’s Federal 
Taxes on Estates, Trusts, 
and Gifts 1944-45 —for an- 
swering practical problems of 
tax determination; for getting 
leads on tax angles in estate 
practice; for its counsel on 
proper draftsmanship of wills, 
indentures, and other instru- 
ments. Ready this month—get 
your order on file now. 


s===Use This Form=== 


‘THE RONALD PRESS COMPANY 
115 East 26th St., New York 10, N. Y. 
! Please send_us Montgomery's Federal T. 
I Trusts, and Gifts 1944-45, price $7.50. (Check below samp vat 
I prefer to make payment): 

QO Within 5 days after receipt, we will send price plus delivery. 

O Check for price is enclosed. (We pa; a 

ph ( pay delivery tf you remt 
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IS 1944-45 manual is your answer to the 
personal help you, as an accountant. want 
this year on corporation taxes. It will assist you 
with those tax questions you already have in 
mind. It will also call your attention to addi- 
- tional questions which have developed in admin- 
istration of the law and which you should not 
overlook. 


Complete in One Manual 


In one place for quick reference, Montgomery’s 
Federal ‘Taxes on Corporations offers a system- 
atic, beginning-to-end treatment of the structure 
and operation of corporation tax. It brings you 
up-to-date on details of the application of the law in 
its present development, just as you want this 
information for professional use. 


Fr HELPS you determine & company’s tax position and 
strategy, view alternative courses and consequences, 
check your conclusions against experience of a nationally 
known authority, with an organization of associates excep- 
tionally well qualified in tax practice. 

Packed with currently important facts, down-to-earth 
advice, and valuable interpretations to give you leads on 
specific problems; guiding prin- 
ciples from thousands of cases, 
rulings and decisions; the over- 
all picture to enable you to see 
individual corporate tax prob- 
lems from every angle and arrive 
at best treatment. 


Get Your Order In 


rpracwenne of accountants 
swear by ‘“‘Montgomery” and 
make it a point to check their 
handling of any situation against 
this authority's discussion and 
recommendations. See for your- 
self all the ways this 1944-45 
issue will help you. Copies ready 
this month — place your 
order now. 


Two Volumes, $15.00 
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1929 


Prosperity. Stocks up fifty 
points in a week, Again every- 
body was buying everything— 
regardless of cost. Depression? 
Phooey . . . We thought we’d 
found a way to lick depressions. 


Es >. 
What a boom we were handed 
by World War No. 1! Money 
came easily—went easily. Every- 
body was splurging on every- 
thing. Prices went skying. Sugar 
eventually hit 28¢ a pound! 


RY 


Or had we? Bread lines, apple 
venders. WPA. Prices dropping. 
Wages dropping. Everything 
dropping—except the mortgage. 
“What goes up must come 
down.” Depression follows a rise. 





Bye-bye, boom. Factories 
closed; men laid off. Prices and 
wages sinking fast. With jobs 
scarce, some of that dough we’d 
blown would have come in 


‘mighty handy then. 





We're splurging again. Ameri- 
cans have been earning more. 
But even today there are fewer 
goods to spend it on—so natu- 
rally prices rise. DON’T LET IT 
ALL HAPPEN AGAIN! 





4 THINGS TO DO to keep prices down 
and help avoid another depression 


I. Buy only what you really need. 


2. When you buy, pay no more than the ceiling 
prices. Pay your ration points in full. 


3. Keep your own prices down. Don’t take advan- 
tage of war conditions to ask for more—for your 
labor, your services, or the goods you sell. 


4. Save. Buy and hold all the War Bonds youcan 
afford—to help pay for the war and insure your 
future. Keep up your insurance. 





EVERY 
WAR BOND 
You BUY 
WILL HELP 
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This ealeulator carries its own peneil 


(and needs 
no eraser!) 





@ Pencils are out, when you entrust your office figuring to the Automatic Printing 
Calculator. You're freed forever from the chore ... and the chances for error... of 
pencil mathematics or copying answers from dials. You’re out from under the need 
... and the delay ... of re-checking each problem to prove accuracy. For you're 
working with the ove calculator that PRINTS as it divides and multiplies, adds and 
subtracts. You’re getting a permanent record of each problem in black and white 
... for checking, for recording, for filing with the original documents, if you wish. 
Printing is only one of the valuable features you get when. you invest in the Print- 
ing Calculator. There’s also simplicity ...acompact keyboard with only 10 >>> 
numeral keys . .. a one-hand span of all operating keys. There's ease of = /; y/ 
operation, too. No specialized training is required. Proficiency 
comes quickly and naturally. 

Best of all, it’s a one-machine investment doing a two-machine job. 
It supplants the ordinary adding machine which can’t calculate, 
and the ordinary calculator which can’t print the answers. 

It's a sweetheart, as thousands of users testify... cutting red 

tape on calculating payrolls, estimates, costs, invoices, for- 

mulas, taxes... percentage problems of all kinds. It can cut 

ted tape in your business, too. We'll gladly show you how. 

Phone our nearest office. Or write us at Buffalo 5, N.Y. 
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and 
Christmas Seals 








HEY only come once a year— 
turkey and holly, carols and 
cranberry saucel 


And only once a year do you get 
a letter enclosing the seals that 
save life — Christmas Seals. 


Answer the letter! Christmas Seals 
make possible the year-round 
fight against Tuberculosis and 
cre your gift to all humanity. 


What better way to remember 
His birthday? 








BUY CHRISTMAS SEALS! 


The National, State and Local Tuberculosis Associations in the United States 
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Subscription 








New York CERTIFIED PUBLIC 
ACCOUNTANT 


MONTHLY BULLETIN 


Three Dollars Annually 


Office of the 
NEW YORK STATE SOCIETY 
OF CERTIFIED PUBLIC ACCOUNTANTS 


15 EAST 41st STREET, NEW YORK 17, N. Y. 
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